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SUMMARY   OF    RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include 
a  listing  of  all  recommendations  together  with  a  notation  as  to 
whether  the  agency  concurs  or  does  not  concur  with  each  recommen- 
dation. This  listing  serves  as  a  means  of  summarizing  the  recom- 
mendations contained  in  the  report  and  the  audited  agency's  reply 
thereto  and  also  as  a  ready  reference  to  the  supporting  comments. 
The  full  replies  of  the  Public  Employees'  Retirement  Division, 
Department  of  Administration  are  included   in   the  back  of  this   report. 
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1A     Modify   retirement   benefit  formulas   in   accor- 
dance with   state   law  and  only  after  obtain- 
ing  approval   from  the   Retirement   Board  for 
all   benefit  adjustments.  5 

Agency    Reply:      Concur.      See  page  98. 

IB     Retroactively  adjust  retirement  benefits 
for  those  retirees  whose  service  credit 
was  arbitrarily  adjusted.  6 

Agency   Reply:      Concur.      See  page  98. 

2A    Compare  the  benefits   payroll   on   a  periodic 
basis  to  the  most  recent  files  of  deaths 
reported  to  the  Department  of  Health   and 
Environmental   Sciences.  10 

Agency   Reply:      Concur.      See  page  98. 

2B    Confirm  the  existence  of  benefit   recipients 

who   retired   prior   to  July   1,    1979.  10 

Agency   Reply:      Concur.      See  page  98. 

3  Implement  procedures  to  verify  that  income 
reported   by  disabled   members   is  correct 
and   that  their  benefit  payments  are  within 

the   limit  allowed   by   law.  11 

Agency   Reply:      Concur.      See  page  99. 

4  Establish   procedures   to  correct  the   inade- 
quate segregation  of  dutes  described  above.  12 

Agency   Reply:      Concur.      See  page  99. 

5  Periodically   review   retirement   contribu- 
tions  to  ensure  they  are   in   compliance 

with   statutorily  established   rates.  14 

Agency    Reply:      Do  not  concur.      See   page   100. 
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6  Account  for  gains  and/or  losses  on   bond 
swaps  as  completed  transactions  in  the 
year  incurred   in  accordance  with  generally 

accepted  accounting   principles.  15 

Department  of  Administration   Reply: 
Do  not  concur.      See  page  100. 

7  Close  the  uncleared  collections  account 

to   revenue  at  fiscal   year-end.  16 

Agency   Reply;      Concur.      See  page  100. 
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INTRODUCTION 

We  performed  a  financial  compliance  audit  of  the  Public  Em- 
ployees' Retirement  Division  (PERD)  for  the  two  fiscal  years  ended 
June  30,  1982.  The  objectives  of  our  audit  were  to:  (1)  determine 
if  the  division's  financial  statements  present  fairly  the  financial 
position  of  the  various  retirement  funds  and  Social  Security  Trust 
Fund  for  the  two  fiscal  years  ended  June  30,  1982  (the  financial 
statements  for  the  Firefighters'  Unified  Retirement  System  are 
presented  for  the  fiscal  year  ended  June  30,  1982  only);  (2)  deter- 
mine the  division's  compliance  with  applicable  state  and  federal 
laws  and  regulations;  and  (3)  make  recommendations  for  improving 
division   management  and   internal   controls. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  the 
costs  of  implementing  the  recommendations  made  in  the  report. 
Each  report  section  discloses  the  cost,  if  significant,  of  implement- 
ing  the   recommendation. 

We    thank    the    administrator   and    staff  of  the   Public    Employees' 
Retirement    Division    for  their  cooperation  and  assistance  during  our 
audit. 
BACKGROUND 

The  Public  Employees'  Retirement  Division  (PERD)  of  the 
Department  of  Administration  administers  the  activities  of  seven 
retirement  systems.  The  purpose  of  the  retirement  systems  is  to 
provide  retirement  benefits  to  eligible  retired  employees  or  their 
beneficiaries  in  the  most  efficient  manner  possible.  Pursuant  to 
Title  19,  chapter  13,  MCA,  PERD  began  administering  the  Fire- 
fighters' Unified  Retirement  System  on  July  1,  1981.  The  division 
is    responsible   for   the  disbursement  of  benefit  payments   to  volunteer 
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firefighters  who  qualify  under  section  19-12-401,  MCA.  PERD  also 
collects  Social  Security  tax  payments  from  state  and  local  govern- 
ment entities  and  periodically  disburses  these  collections  to  the 
federal   government. 

The    following     schedule    summarizes     the    enrollment    of    active 
and   retired   members   in  each   retirement  system. 


Retirement   System 

Public  Employees' 
Judges ' 
Game   Wardens' 
Highway  Patrolmen's 
Sheriffs' 

Municipal   Police  Officers' 
Firefighters'    Unified 
Total 


At 

June 

30, 

1982 

Members 

Active  Memb 

ers 

Re 

iceiving  Payments 

27,728 

6,739 

38 

14 

90 

34 

205 

124 

582 

46 

443 

331 

454 

317 

29,540 

7,605 

An  actuarial  valuation  is  performed  biennially  to  determine  the 
adequacy  of  each  retirement  system's  funding.  The  results  of  the 
actuarial   valuations  as  of  July   1,    1982  are  presented   below. 


Retirement  System 


Public  Employees' 

Judges ' 

Game  Wardens' 

Highway  Patrolmen's 

Sheriffs' 

Municipal  Police  Officers' 

Firefighters'  Unified 


Adequacy  of  Funding 
7/1/82 

Adequate 

Not  Adequate" 

Adequate 

Not  Adequate" 

Adequate 

Adequate 

Adequate 


"The  actuary  has  recommended  an  increase  in  contribution  rates  (as 
a  percent  of  salary)  in  the  Judges'  and  Highway  Patrolmen's  systems 
of  12  percent  and  3.78  percent,  respectively. 


Funding  for  each  system  is  primarily  from  employer  and  employee 
contributions.  The  Judges'  Retirement  System  also  receives  a 
percentage  of  district  court  and  Supreme  Court  fees. 

The  division  is  governed  by  a  five-member  Public  Employees' 
Retirement  Board  whose  members  are  appointed  by  the  Governor  to 
five-year  terms.  The  board  has  exclusive  control  over  administer- 
ing the  funds  of  the  seven  retirement  systems.  The  division  is 
administratively  attached  to  the  Department  of  Administration. 
Staffing  and  other  administrative  functions  are  the  responsibility  of 
the  department. 

Under  state  law  the  Workers'  Compensation  Division  of  the 
Department  of  Labor  and  Industry  administers  the  group  insurance 
and  disability  portions  of  the  Volunteer  Firefighters'  Compensation 
Act,  while  the  Volunteer  Firefighters'  pension  plan  is  administered 
by  the  Department  of  Administration,  Public  Employees'  Retirement 
Division.  The  purpose  of  the  Volunteer  Firefighters'  Fund  is  to 
encourage  and  aid  volunteer  fire  companies  to  maintain  coverage 
for  volunteer  firefighters. 

The  Treasury  Bureau  of  the  Department  of  Administration  is 
custodian  of  the  retirement  funds,  subject  to  the  retirement  board's 
administrative  controls.  The  Board  of  Investments  invests  system 
assets  in  the  various  securities  allowed  by  law.  The  Insurance 
and  Legal  Division  of  the  Department  of  Administration  acts  as 
legal   counsel    for  the   Public    Employees'    Retirement   Board. 

The  division  accounts  for  the  collection  and  disbursement  of 
Social  Security  payments  for  public  employees  and  employers  in  the 
Social    Security    Agency    Fund.       The    Board    of    Investments    invests 


Social  Security  collections  as  they  are  received.  Social  Security 
investment  income  was  $1,100,997  in  fiscal  year  1980-81  and 
$998,134  in  fiscal  year  1981-82.  The  division  uses  this  income  to 
pay  the  costs  of  administering  the  seven  retirement  systems.  At 
June  30,    1982  Social   Security   investments   were  $2,648,000. 

The     Social     Security     investments     are     redeemed     monthly     to 
disburse   to   the  federal   government  the  necessary  payments  for  the 
Social   Security  contributions.      The  payments  to  the  federal   govern- 
ment are  payable  30  days  after  the  end  of  each   month. 
PRIOR   AUDIT    RECOMMENDATIONS 

The     last    audit    of    the    Public    Employees'     Retirement    Division 
was   performed   by  this  office  for  the  two  fiscal   years  ended  June  30, 
1980.       Twenty-one    recommendations   were   addressed   to    PERD   as    a 
result    of    the    audit.      PERD    concurred   or    partially   concurred    with 
19  and   did   not  concur  with   2. 

Our  evaluation  of  the  implementation  status  of  the  prior  audit 
recommendations  is   summarized   below. 

PRIOR  AUDIT  RECOMMENDATIONS 

Partially  Not  No      Longer 

Implemented  Implemented  Implemented  Applicable  Total 

12  3  5  1  21 

Those  recommendations  not  implemented  and  still  applicable  to 
division  operations  are  discussed  in  various  sections  of  this  report. 
COST   OF    LIVING   ADJUSTMENTS 

The  Legislature  granted  a  cost  of  living  increase  effective 
July  1,  1981  to  retirement  system  members  receiving  benefit  pay- 
ments.      We    found    the    service    credit   of    several    retirees    had    been 


adjusted  to  lower  the  minimum  benefit  payment  for  the  cost  of 
living  increase.  Some  of  these  adjustments  were  made  through  the 
use  of  an  internally  devised  formula,  while  others  were  adjusted 
by  some  other  method.  The  formula  was  inconsistently  applied. 
We  noted  that  only  one  adjustment  was  approved  by  the  Retirement 
Board. 

Section    19-3-304,    MCA   states   the   Public   Employees'    Retirement 
Board   shall: 

1  .  Establish  uniform  rules  to  determine  credit  for  fractional 
years  of  service. 

2.  Be  the  sole  authority  as  to  the  conditions  under  which 
persons   may   receive  benefits. 

3.  Determine  and  may  modify  allowances  for  service  and 
disability.  All  persons  in  similar  circumstances  shall  be 
treated  alike. 

Adjustments  made  to  service  credits  were  based  on  a  manage- 
ment decision  to  adjust  the  payments  for  those  members  who 
appeared  to  be  receiving  too  large  a  cost  of  living  increase.  The 
adjustments  were  not  in  compliance  with  state  law,  as  approval 
from  the  Retirement  Board  was  not  obtained.  Also,  the  adjustments 
were  not  consistently  applied  to  all  benefit  recipients.  PERD 
should  equitably  adjust  for  these  inconsistent  cost  of  living 
increases   in  order   to  comply   with   state   law. 

RECOMMENDATION   #1 

WE    RECOMMEND   THE    DIVISION: 

A.  MODIFY  RETIREMENT  BENEFIT  FORMULAS  IN  ACCOR- 
DANCE WITH  STATE  LAW  AND  ONLY  AFTER  OBTAINING 
APPROVAL     FROM     THE     RETIREMENT     BOARD     FOR     ALL 

BENEFIT    ADJUSTMENTS. 
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B.  RETROACTIVELY  ADJUST  RETIREMENT  BENEFITS  FOR 
THOSE  RETIREES  WHOSE  SERVICE  CREDIT  WAS  ARBI- 
TRARILY  ADJUSTED. 

The    following    four    sections    relate   to   recommendations   made  to 
the    PERD    in    the   two    previous    audit    reports    issued   by  this  office. 
While     PERD     concurred     with     the     recommendations    each    time,     we 
found  the  division   has   still    not   implemented   them. 
COMPUTER   SYSTEM   DEVELOPMENT    PROJECT 

In  response  to  several  audit  recommendations  made  in  the 
prior  two  audit  reports,  PERD  indicated  that  when  their  proposed 
computer  system  project  was  completed  the  division  would  be  able 
to  comply  with  the  recommendations.  The  project  would  convert 
PERD's  old  tape  based  computer  system  for  active  and  retired 
members  to  a  newer,  more  efficient  and  economical  data  base  com- 
puter system. 

The  new  retirement  computer  system  project  was  undertaken 
jointly  in  April  1978  by  PERD  and  the  Department  of  Administration 
(DofA),  Information  Systems  Division  (ISD).  ISD  is  now  the 
Systems  Development  Bureau  of  the  Computer  Services  Division  of 
DofA.  Based  on  a  cost  projection  study  completed  by  ISD  it  was 
determined  that  the  new  system  would  improve  the  services  of  the 
division  and  through  reduced  operating  costs,  the  development 
costs  would  be  recovered  within  three  years  after  implementation. 
At  the  time  the  study  took  place,  PERD's  operational  costs  of  the 
current  system  were  about  $45,000  annually.  Expected  operational 
costs  of  the  proposed  system  were  about  $37,000  the  first  year 
increasing   to  approximately  $40,000  by   the  fifth   year. 
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The    following    summary    gives    a    breakdown    of    events  from  the 
beginning  of  the  project  through   February   1983. 


April    1978  -      The     project     began      at     an     estimated      cost     of 

$250,000,  and  estimated  completion  in  September 
1979.  The  completion  date  was  later  revised  to 
July   1980  and   then   January   1981. 

January   1981         -      Development     problems     and     budget     constraints 

forced  a  halt  to  system  development.  Produc- 
tion costs  are  now  estimated  to  be  between 
$60,000  and  $85,000  annually.  This  represented 
about  an  100  percent  increase  over  the  initial 
estimate  and  was  well  over  the  current  system's 
annual  cost.  With  a  budget  amendment  the 
project  continued. 

September  1981    -      System    development    was     suspended     pending    a 

system  review  and  reduction  of  production 
costs.  PERD  decided  that  since  the  current 
active  system  met  their  informational  needs,  the 
development  of  the  active  portion  of  the  new 
system  would  be  discontinued.  Since  the  cur- 
rent retiree  system  was  not  adequate,  it  was 
decided  to  review  the  feasibility  of  continuing 
with   that  portion  of  the  project. 

February   1982      -      PERD    decided    to    continue    with    development    of 

the  retiree  system.  It  was  estimated  that  an 
additional  $100,000  would  be  necessary  to  com- 
plete the  retiree  portion.  Approximately 
$200,000  had  been  spent  on  the  project.  It  was 
anticipated  the  system  would  be  in  operation  by 
Janauary   1983. 

February   1983      -      The     retiree     system     is     not    yet    operational     as 

PERD   is   still   experiencing    implementation   problems. 


Based  on  interviews  we  conducted  with  PERD  and  ISD  person- 
nel involved  in  the  project  and  on  a  management  study  conducted 
in  the  spring  of  1982  by  ISD,  it  has  been  determined  that  one  of 
the  biggest  problems  contributing  to  the  difficulties  in  designing 
the  proposed  system  was  a  lack  of  effective  communication  between 
the  two  agencies.  Separate  expectations  existed  regarding  the  end 
project  as  designed   by    ISD  and  as  envisioned   by   PERD.      Apparently 


PERD  was  approving  documents  assuming  that  ISD  was  proceeding 
as  PERD  envisioned  the  system.  ISD  interpreted  PERD's  approval 
as  permission  to  proceed  with  the  work,  and  PERD's  satisfaction 
with  the  work  already  completed. 

Another  major  cause  of  the  development  problems  and  cost 
overruns  was  the  fact  that  ISD  did  not  have  prior  experience  with 
this  type  of  system.  ISD  personnel  said  that  because  of  this 
problem  they  could  not  predict  accurately  the  estimated  costs  at 
the  early  stages  of  development.  Because  of  the  lack  of  database 
experience,  ISD  should  have  researched  the  costs  and  development 
more  closely  and  possibly  have  given  PERD  a  range  of  expected 
costs. 

After  five  years  of  development  and  $50,000  in  cost  overruns 
PERD  still  does  not  have  a  new  computer  system.  At  best  they 
could  expect  only  a  portion  of  the  originally  proposed  system  to  be 
put  into  operation.  ISD,  as  the  professionals  in  the  field  of 
systems  development,  should  have  taken  the  more  aggressive  role 
in  guiding  the  project  to  a  successful  conclusion.  (ISD  has  since 
been  reorganized  and  consolidated  with  the  Computer  Services 
Division  of  the  Department  of  Administration.)  This  will  be  further 
examined  in  a  statewide  audit  of  systems  development  by  our 
office,  therefore,  we  only  disclose  the  problem  and  make  no  recom- 
mendation at  this  time. 
CONTINUATION   OF    BENEFIT    PAYMENTS 

The  division  does  not  have  adequate  procedures  to  ensure 
retirement  benefits  cease  upon  the  death  of  a  retired  member. 
PERD  must  rely  on  a  third  party  to  notify  them  of  a  retired 
member's  death. 
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We  previously  noted  that  a  retired  member's  widow  continued 
to  cash  retirement  checks  for  several  months  after  his  death.  In 
another  instance  we  found  that  warrants  totaling  approximately 
$6,000  were  paid  to  a  retiree's  bank  account  for  almost  a  year 
after  he  died.  This  made  it  necessary  for  the  state  to  bring  suit 
against  the   responsible  bank  to   recover  the  overpayments. 

To  strengthen  control  we  recommended  that  the  division 
compare  the  benefit  payroll  to  the  most  recent  tape  files  of  deaths 
reported  to  the  Department  of  Health  and  Environmental  Sciences 
(DHES).  We  determined  at  that  time  the  cost  of  performing  an 
annual  comparison  of  DHES  files  to  the  benefit  payroll  would  be 
less  than  $50  excluding  initial  programming  costs  and  would  require 
approximately  four  hours  of  review  by  division  personnel.  PERD 
did  attempt  to  compare  benefit  payroll  files  with  DHES  death 
records  but  were  unsuccessful  due  to  the  incompatability  of  the 
program  with  PERD's  new  retiree  system.  PERD  indicated  they 
have  a  new  program  which  is  designed  to  run  against  their  new 
computer   system. 

We  determined  that  because  DHES  files  did  not  include  Social 
Security  numbers  prior  to  January  1,  1979,  the  comparison  men- 
tioned above  could  not  be  practically  made  for  benefits  paid  prior 
to  that  date.  The  division  may  be  paying  retirement  benefits  to 
persons   who  died   prior   to   that  date. 


RECOMMENDATION   #2 

WE    RECOMMEND   THE    DIVISION: 

A.  COMPARE  THE  BENEFITS  PAYROLL  ON  A  PERIODIC 
BASIS  TO  THE  MOST  RECENT  FILES  OF  DEATHS 
REPORTED  TO  THE  DEPARTMENT  OF  HEALTH  AND 
ENVIRONMENTAL   SCIENCES. 

B.  CONFIRM  THE  EXISTENCE  OF  BENEFIT  RECIPIENTS 
WHO    RETIRED   PRIOR    TO   JULY    1,    1979. 

DISABILITY    REVIEWS 

Because  PERD  has  no  reliable  procedure  to  verify  reported 
income  of  disabled  members  of  the  Public  Employees'  Retirement 
System,  persons  have  been  paid  more  in  disability  benefits  than 
the  amount  allowed  by  law.  During  the  two  previous  audits,  we 
determined  controls  to  prevent  overpayment  to  disabled  retirees 
were  not  adequate.  We  recommended  that  the  division  implement 
procedures,  in  cooperation  with  the  Unemployment  Insurance  Divi- 
sion (UID),  formerly  the  Employment  Security  Division,  of  the 
Department  of  Labor  and  Industry,  to  verify  that  income  reported 
by  the  disabled   members  was  correct. 

In  our  previous  audit  we  compared  a  list  of  PERS  members 
receiving  disability  income  with  UID  records  to  determine  whether 
the  members  were  receiving  more  benefits  than  allowed  by  law.  We 
reviewed  the  records  of  eight  PERS  disabled  members  who  earned 
between  $2,000  and  $12,000  in  1979.  Six  were  receiving  more 
disability  benefits  than  allowed.  The  overpayments  varied  from 
under  $300  to  nearly  $3,000  for  the  year. 


10 


While  PERD  concurred  with  the  prior  audit  recommendation, 
they  have  failed  to  implement  it.  We  did  no  additional  testing 
during   this  audit  period. 

For  members  of  the  Public  Employees'  Retirement  System, 
section  19-3-1103,  MCA,  requires  that  a  disabled  member's  benefit 
plus  employment  earnings  shall  not  exceed  the  amount  of  his  final 
monthly  compensation  at  the  time  of  his  retirement.  The  disability 
benefit  should  be  reduced  until  the  benefit  plus  earnings  is  equal 
to  his  final   monthly   compensation. 

PERD  has  implemented  procedures  requesting  disabled  members 
of  the  Public  Employees'  Retirement  System  to  submit  statements  of 
income.  We  found  that  the  division  sends  inquiries  to  members 
receiving  disability  benefits  about  every  two  years.  In  addition 
the  division  should  compare  a  list  of  retired  members  receiving 
disability  income  with  UID  records  to  determine  whether  the  members 
were  receiving  more  benefits  than  allowed  by  law.  This  procedure 
will  not  allow  comparisons  of  members  who  are  not  on  UID  records 
such  as  the  self-employed.  It  will  allow  PERD  to  make  comparisons 
of  those  disabled   members  who  have  worked   for  a  Montana  employer. 

RECOMMENDATION   #3 

WE  RECOMMEND  THE  DIVISION  IMPLEMENT  PROCEDURES  TO 
VERIFY  THAT  INCOME  REPORTED  BY  DISABLED  MEMBERS 
IS  CORRECT  AND  THAT  THEIR  BENEFIT  PAYMENTS  ARE 
WITHIN    THE    LIMIT    ALLOWED    BY    LAW. 
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BENEFIT   PAYMENT   CONTROLS 

There  is  inadequate  segregation  of  duties  in  the  processing  of 
retirement  payrolls.  The  disbursements  cashier  has  the  following 
responsibilities: 

1.  Custodian  of  all   individual   retirement  files. 

2.  Authorizes  changes  to  the  files. 

3.  Balances      individual      records     to     a     computer-generated 
payroll    listing. 

4.  Proofreads  warrants   issued  for  payment  to  a  new   retiree. 

Requiring    an    employee   to   verify   the   propriety   of  a   statistical 
sample   of   changes   to   the   benefit   files   would  mitigate  the  weakness 
described  above.      No  additional  full-time  equivalent  (FTE)  employees 
should    be    required    to   establish    adequate   segregation   of   duties   at 
the  division. 

RECOMMENDATION   #4 

WE  RECOMMEND  THE  DIVISION  ESTABLISH  PROCEDURES  TO 
CORRECT  THE  INADEQUATE  SEGREGATION  OF  DUTIES 
DESCRIBED   ABOVE. 

EMPLOYER   CONTRIBUTIONS 
Overpayment  of  Contributions 

During  the  audit  period  the  Department  of  Fish,  Wildlife  and 
Parks  discovered  that  approximately  $120,000  in  employer  contribu- 
tions were  transferred  to  the  Game  Wardens'  Retirement  System  in 
error.        They     requested     PERD     to     reimburse    the    department    for 
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those  excess  transfers  plus  interest.  The  cause  of  these  over- 
payments was  attributed  to  a  change  in  the  employer  contribution 
rate  which   was   not  conveyed   to   Central    Payroll    Division. 

Originally,  the  Game  Wardens'  employer  contribution  rate  was 
7  percent.  In  July  1977  the  statutes  changed  to  require  a  rate  of 
7  percent  of  employee  salaries  plus,  out  of  moneys  collected  as 
fines  and  forfeited  bonds,  a  sum  equal  to  4  percent  of  the  total  of 
all  members'  salaries.  The  central  payroll  withholding  rate  was 
changed   from   7   percent  to   11    percent. 

Effective    July   1,    1979,    the   law  was  again   changed   to  say  that 
employer    contributions    would    be    7   percent    of    employees'    salaries 
plus   all    moneys    collected    as    fines    and    forfeitures   by   the  wardens. 
Since    that    time    all    fines    and    forfeitures    are    transferred    to    PERD 
for    deposit    to    the    Game    Wardens'     Retirement    System.       However, 
the     11    percent    central     payroll     employer     share    was     not    changed 
causing   an   overpayment  of  employer  contributions  equal    to  4  percent 
of  members'   salaries.      PERD   returned   $120,417   in  overpaid  contribu- 
tions,   as  well   as  $10,398  in   interest  earnings. 
Underpayment  of  Contributions 

Through  our  audit  testing  of  the  Judges'  Retirement  System 
(JRS),  we  discovered  that  state  contributions  were  underpaid  for 
fiscal   year   1981-82  by   approximately   $5,300. 

State  law  requires  the  state  to  contribute,  out  of  district 
court  fees  collected  by  the  court  administrator  of  the  Judicial 
Branch,  an  amount  equal  to  20  percent  of  all  judges'  salaries  to 
the  JRS.  We  found  that  the  employer  contribution  amount  for  July 
1981     was     incorrectly    posted    to    the    system    resulting    in    a    $5,313 
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underpayment.       The    funds    were    subsequently    reimbursed    by    the 
Judicial    Branch    in   August  1982. 

The  above  two  cases  indicate  the  division  does  not  adequately 
review  contributions  to  ensure  the  proper  amounts  are  collected 
and   deposited   to  the   retirement  systems. 

RECOMMENDATION   #5 

WE       RECOMMEND       THE       DIVISION  PERIODICALLY  REVIEW 

RETIREMENT     CONTRIBUTIONS     TO  ENSURE     THEY  ARE     IN 

COMPLIANCE      WITH      STATUTORILY  ESTABLISHED  RATES. 

UNREALIZED    LOSSES   ON    BOND   SWAPS 

The  Board  of  Investments  does  not  record  "bond  swap"  trans- 
actions in  accordance  with  generally  accepted  accounting  principles 
(GAAP).  This  departure  from  GAAP  resulted  in  an  overstatement 
of  retirement  systems'  income  of  approximately  $8.6  million  and 
$5.8  million     in     fiscal     years     1980-81     and     1981-82,     respectively. 

The  Department  of  Administration,  Investment  Division,  is 
responsible  for  investing  state  funds  and  managing  the  investment 
portfolios.  The  division  operates  under  policies  established  by  the 
Board  of  Investments.  To  improve  investment  portfolios,  the 
board  sometimes  sells  one  security  to  provide  funds  for  the  pur- 
chase of  another  offering  a  higher  yield.  The  original  security  is 
often  sold  at  a  loss.  These  transactions  are  referred  to  as  "bond 
swaps. " 

In  1971-72  the  Board  of  Investments  completed  a  study  of  the 
accounting    methods    for    bond    swaps.       Based    upon    the    results    of 
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this  study,  the  board  selected  the  deferral  method.  This  method 
requires  the  amortization  of  losses  over  the  shorter  of  the  remaining 
life  of  the  disposed  or  acquired  security.  This  accounting  practice 
is  not  in  accordance  with  GAAP.  GAAP  requires  gains  or  losses 
on  bond  swaps  to  be  recognized  in  the  year  incurred  (completed 
transaction  method).  Gains  or  losses  should  be  accounted  for  on 
the  completed  transaction  method.  The  financial  statement  effects 
of  using  the  deferral  method  are  presented  for  each  retirement 
system   in   the   respective  opinions   to  the  financial    statements. 

RECOMMENDATION   #6 

WE      RECOMMEND      THE      DEPARTMENT     OF     ADMINISTRATION 

ACCOUNT    FOR    GAINS    AND/OR    LOSSES    ON    BOND   SWAPS   AS 

COMPLETED     TRANSACTIONS      IN     THE     YEAR     INCURRED     IN 

ACCORDANCE      WITH     GENERALLY     ACCEPTED     ACCOUNTING 

PRINCIPLES. 

UNCLEARED   COLLECTIONS 

PERD  closed  the  "Uncleared  Collections"  account  of  the 
Municipal  Police  Officers'  Retirement  System  directly  into  the 
Pension  Accumulation  Reserve  at  fiscal  year-end  1981-82.  This 
had  the  effect  of  understating  revenue  on  SBAS  by  approximately 
$1,110,000. 

Cities     send     contributions     to     the     Municipal     Police    Officers' 
Retirement    System    to    fund    the    system's    unfunded    liability.       PERD 
credits     these    contributions     to     the     uncleared    collections    account. 
At   the  end  of  each   fiscal   year  the  balance  in  this  account  should   be 
closed   to  a   revenue  account  to  properly   reflect   the   revenue  activity. 
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PERD  did  not  clear  the  uncleared  collections  account  in  prior 
years,  understating  revenue  for  those  years.  At  the  end  of  fiscal 
year  1981-82,  PERD  closed  the  entire  account  of  $1,110,000  into 
the  Pension  Accumulation  Reserve,  bypassing  the  revenue  account. 
We  determined  this  understated  current  year  revenue  by  $338,000 
and   prior  year   revenue  by  $772,000  on   SBAS. 

RECOMMENDATION   #7 

WE      RECOMMEND      THE      DIVISION      CLOSE     THE     UNCLEARED 

COLLECTIONS   ACCOUNT   TO    REVENUE   AT    FISCAL   YEAR-END, 

INTERNAL   CONTROL 

We  have  examined  the  financial  statements  of  the  Public  Em- 
ployees' Retirement  Division  (PERD)  for  the  two  fiscal  years  ended 
June  30,  1982.  We  issued  our  opinions  dated  November  23,  1982, 
on  these  statements.  As  part  of  our  examination,  we  made  a  study 
and  evaluation  of  the  system  of  control  of  PERD.  Our  study 
evaluated  the  system  as  required  by  generally  accepted  government 
auditing  standards  for  financial  and  compliance  audits.  We  classi- 
fied the  controls   in   the  following   categories: 

1 .  revenue/receipts/contributions; 

2.  payroll/benefit  payments; 

3.  expenditures/refunds; 

4.  cash; 

5.  electronic  data   processing;    and 

6.  property,    plant,    and   equipment. 
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Our  study  included  the  control  categories  listed  above. 
Through  our  study  we  determined  the  nature,  timing,  and  extent 
of  our  auditing  procedures.  We  did  not  evaluate  the  control 
system  to  the  extent  necessary  to  give  an  opinion  on  either  indi- 
vidual   segments  or  the   system  as   a   whole. 

The  management  of  the  Public  Employees'  Retirement  Division 
is  responsible  for  establishing  and  maintaining  a  system  of  account- 
ing control.  In  fulfilling  this  responsibility,  estimates  and  judg- 
ments by  management  are  required  to  assess  the  expected  benefits 
and  related  costs  of  control  procedures.  The  objectives  of  a 
system  are  to  provide  management  with  reasonable  assurance: 
1)  that  assets  are  safeguarded  against  loss  from  unauthorized  use 
or  disposition;  2)  that  transactions  are  executed  in  accordance 
with  management's  authorization;  and  3)  that  transactions  are 
recorded  properly  to  permit  the  preparation  of  financial  statements 
in  accordance  with  generally  accepted  accounting  principles. 
Inherent  limitations  in  any  system  of  controls  may  cause  errors  or 
irregularities  to  remain  undetected.  The  current  system  evaluation 
should  not  be  used  to  project  to  future  periods  since  the  procedures 
may    become    inadequate    or    compliance    with    them    may    deteriorate. 

The   limited   purpose  of  our   study   would   not   necessarily  disclose 
all     material     weaknesses     in    the    system.       Accordingly,    we    do    not 
express    an    opinion    on    the    system  of  controls   used   by   PERD.      Our 
evaluation    disclosed    no    condition    that    we    believe    to    be    a    material 
weakness. 

The    preceding     four     paragraphs    are    intended    solely    for    the 
use   of   management    and    the   Legislature  and   should   not   be  used   for 
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any  other  purpose.  This  restriction  as  to  use  is  not  intended  to 
limit  the  distribution  of  this  document  which,  upon  acceptance  by 
the     Legislative     Audit     Committee,     is    a    matter    of    public     record. 
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The   Legislative  Audit   Committee 
of  the  Montana  State   Legislature: 

We  have  examined  the  Balance  Sheet  of  the  Public  Employees' 
Retirement  System  as  of  June  30,  1982  and  the  related  Statement  of 
Revenues,  Expenses,  and  Changes  in  Fund  Balance,  and  the 
Statement  of  Changes  in  Financial  Position  for  the  two  years  then 
ended.  Our  examination  was  made  in  accordance  with  generally 
accepted  auditing  standards  and,  accordingly,  included  such  tests 
of  the  accounting  records  and  such  other  auditing  procedures  as 
we  considered  necessary  in  the  circumstances.  We  did  not  examine 
investments  or  investment  revenue  administered  by  the  Board  of 
Investments  which  constitute  92  percent  of  total  assets  for  fiscal 
year  1981-82  and  38  and  40  percent  of  the  total  revenue  for  fiscal 
years  1980-81  and  1981-82,  respectively.  These  investments  were 
examined  by  other  auditors  whose  report  thereon  has  been  furnished 
to  us,  and  our  opinion  expressed  herein,  insofar  as  it  relates  to 
the  amounts  of  investments  and  investment  revenues,  is  based 
solely   upon   the  report  of  the  other  auditors. 

As  disclosed  in  Note  6  of  the  financial  statements,  the  Public 
Employees'  Retirement  Division  applies  the  deferral  and  amortization 
method  of  accounting   to  gains  and    losses  on   bond   swaps.      Generally 
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accepted  accounting  principles  required  that  bond  swaps  be  reported 
on  the  completed  transaction  method.  The  above  departure  from 
generally  accepted  accounting  principles  has  resulted  in  a  net 
understatement  of  losses  on  the  Statement  of  Revenues,  Expenses, 
and  Changes  in  Fund  Balance  of  $8,052,362  and  $5,497,396  for 
fiscal  years  1980-81  and  1981-82,  respectively.  The  asset  account 
Deferred  Gains  and  Losses  and  the  fund  balance  are  overstated  by 
$14,095,212  on   the  June  30,    1982   Balance  Sheet. 

In  our  opinion,  based  upon  our  examination  and  the  report  of 
other  auditors,  and  except  for  the  effects  of  deferring  gains  and 
losses  on  bond  swaps  as  described  in  the  preceding  paragraph, 
the  financial  statements  referred  to  above  present  fairly  the  finan- 
cial position  of  the  Public  Employees'  Retirement  System  at  June  30, 
1982,  and  the  results  of  its  operations  and  the  changes  in  its 
financial  position  for  the  two  years  then  ended,  in  conformity  with 
generally  accepted  accounting  principles  which  have  been  applied 
on  a  consistent  basis. 

Respectfully  submitted, 

James   H.    Gillett,    CPA 
Deputy   Legislative  Auditor 

November  23,    1982 

Approved: 

l\^C^Ji   'v.    'l^a. — ,t^wV 

Robert   R.    Ring^ood 
Legislative  AudiWr 
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PUBLIC  EMPLOYEES'  RETIREMENT  SYSTEM 
BALANCE  SHEET 
JUNE  30,  1982 


ASSETS 

Investment  in  Mortgages  at  Cost 

(Market  value  -  $41,565,936)  $  41,424,513 
Investment  in  Securities  at  Cost 

(Market  value  -  $165,435,378)  225,448,281 
Investment  in  Common  Stocks  at  Cost 

(Market  value  -  $39,658,940)  37,773,822 

Total  Investments  304,646,616 

Cash  in  Treasury  2,092,057 

Accounts  Receivable  -  Other  2,224,701 

Unamortized  Deferred  Gains  and  Losses  14,095,212 

Accrued  Employee  Contributions  Receivable  1,356,856 

Accrued  Employer  Contributions  Receivable  1,441,709 

Accrued  Investment  Income  Receivable  6,582,634 

TOTAL  ASSETS  $332,439,785 


LIABILITIES  AND  FUND  BALANCE 


Liabilities 


Accrued  Refunds  $    427,410 

Accrued  Benefits  94,531 

Unamortized  Mortage  Discount  459 ,609 

Total  Liabilities  981,550 

Fund  Balance 

Annuity  Savings  Reserve  102,899,813 

Annuity  Savings  Interest  Reserve  32,387,043 

Pension  Accumulation  Reserve  193,946,863 

Reserve  for  Payment  of  Administrative  Expenses  2,224,516 

Total  Fund  Balance  331,458,235 

TOTAL  LIABILITIES  AND  FUND  BALANCE  $332,439,785 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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PUBLIC  EMPLOYEES'  RETIREMENT  SYSTEM 
STATEMENT  OF  REVENUES,  EXPENSES,  AND  CHANGES  IN  FUND  BALANCE 


FISCAL  YEARS  ENDED  JUNE  30,  1982  AND  JUNE  30,  1981 

1982 


1981 


REVENUE 

Retirement  Contributions 

Member 

Employer 
Investment  Income  and  Dividends 
Miscellaneous  Revenue 
Payback  of  Annuity  Savings  Interest 
TOTAL  REVENUE 


$  21,192,098 

21,744,422 

28,918,268 

2,732,728 

48,597 

74,636,113 


$  19,687,595 
19,716,942 
23,594,623 

12,625 

63,011,785 


EXPENSES 

Benefit  Payments 

Refund  of  Member  Contributions 

Administrative  Fee 

Investment  Expense 

TOTAL  EXPENSES 

Prior  Year  Adjustments 


23,068,413 

8,295,763 

456,271 

106,794 

31,927,241 

729,991 


19,372,966 

6,970,900 

721,279 

86,279 

27,151,424 

9,367 


OTHER  FINANCING  SOURCES  -  (USES) 
Transfer  In 
Transfer  Out 

EXCESS  OF  REVENUES  AND  OTHER 
SOURCES  OVER  (UNDER)  EXPENSES 
AND  OTHER  USES 

Fund  Balance  at  Beginning  of  Year 

Fund  Balance  at  End  of  Year 


31,154 
(294,291) 


43,175,726 

288,282,509 

$331,458,235 


13,349 
(183,130) 


35,699,947 

252,582,562 

$288,282,509 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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PUBLIC  EMPLOYEES'  RETIREMENT  SYSTEM 
STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FISCAL  YEARS  ENDED  JUNE  30,  1982  AND  JUNE  30,  1981 


SOURCE  OF  FUNDS 

Excess  of  Revenues  Over  Expenses 
Items  not  (Providing)  Requiring  Funds: 
Increase  (Decrease)  in  Accrued  Expenses 
Decrease  (Increase)  in  Contributions 

Receivable 
Increase  (Decrease)  in  Unamortized 

Mortgage  Discount 
Increase  in  Unamoritzed  Deferred  Gains 

and  Losses 
Increase  in  Accrued  Investment  Income 
Increase  in  Accounts  Receivable 
Increase  (Decrease)  in  Accrued 
Administrative  Expense 

TOTAL  FUNDS  PROVIDED 


1982 

$43,175,726 

(177,717) 

200,637 

92,529 

(5,140,469) 

(997,926) 

(2,203,835) 

(120.068) 


1981 

$35,699,947 

345,743 

(1,575,505) 

(75,261) 

(8,070,907) 

(982,108) 

(2,668) 

120,068 


$34,828,877    $25,459,309 


USE  OF  FUNDS 

Purchase  of  Investments 

TOTAL  FUNDS  USED 


$33,762,233    $26,691,463 
$33,762,233    $26,691,463 


INCREASE  (DECREASE)  IN  CASH 
Cash  Beginning  of  Year 
Cash  at  End  of  Year 


$  1,066,644    $(1,232,154) 

1,025,413      2,257,567 
$  2,092,057    $  1,025,413 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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PUBLIC    EMPLOYEES'    RETIREMENT   SYSTEM 
Notes  to  the   Financial   Statements 
Fiscal    Year   Ended   June   30,    1982 

1.  SUMMARY   OF   SIGNIFICANT   ACCOUNTING    POLICIES 
Basis  of  Accounting 

The     preceding     financial     statements     were     prepared    from    the 

accounting     records    of    the    Public    Employees'     Retirement    Division. 

The    division    utilizes    the    accrual    basis   of   accounting.      This    basis 

records    expenditures    when     incurred    and     revenue    when    earned. 

Investment  in   Securities 

Securities  are  stated  at  cost  for  investments  in  federal  and 
state  government  securities  and  corporate  securities,  increased  by 
the  amount  of  unamortized  premiums  ($295,388)  and  purchased 
interest  ($161,469)  and  reduced  by  the  amount  of  unamortized 
bond  discounts   ($17,860,067). 

2.  ACTUARIAL    LIABILITIES 
a)        Funding   Method 

The  method  of  funding  employed  is  commonly  referred  to  as 
the  entry  age  normal  cost  method.  This  method  establishes  a 
normal  cost  of  each  fund,  as  well  as  an  unfunded  accrued  liability. 
The  normal  cost  is  the  level  percentage  of  total  salaries  required 
to  fund  the  benefits,  assuming  this  percentage  has  been  contributed 
since  each   member's  entry   into  the  fund. 

The  unfunded  liability  represents  the  excess  of  the  present 
value  of  total  liabilities  over  the  present  assets  of  the  fund  and 
the  present  value  of  expected  future  contributions  for  the  normal 
cost. 
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In  order  to  maintain  the  fund  on  an  actuarially  sound  basis, 
the  rate  of  contribution  should  be  such  as  to  meet  the  normal  cost 
in  addition  to  making  progress  towards  the  amortization  of  the 
unfunded    liability. 

The  amount  of  $273,524,351  represents  the  unfunded  liability 
as  determined   by  the   systems'   actuary   as  of  June  30,    1982. 

b)       Analysis  of  Valuation 

The  actuarial  valuation  as  of  July  1,  1982  has  determined  that 
a  contribution  rate  of  10.05  percent  of  each  member's  salary  is 
required  to  fund  the  benefits  of  the  Public  Employees'  Retirement 
System  as  they  accrue  in  the  future.  An  additional  contribution 
rate  of  2.37  percent  of  salaries  is  required  to  amortize  the  unfunded 
liability  over  a  40-year  period.  Therefore,  the  recommended 
contribution    rate   is   12.42   percent. 

The  regular  contribution  rate  to  the  Public  Employees'  Retire- 
ment System  is  12.32  percent,  comprised  of  the  state  contribution 
of  6.32  percent  of  each  member's  salary  and  the  member's  contribu- 
tion of  6  percent  of  salary.  The  present  contribution  rates  are 
sufficient  to  amortize  the  unfunded  liability  over  a  period  of 
42.47  years. 

The  annual  benefits  increased  23.1  percent  from  1980  to  1982. 
This  increase  was  partially  due  to  the  benefit  increase  granted  by 
the  Legislature.  The  cost  of  these  increases  was  anticipated  to  be 
.12  percent  of  salary  which  is  being  funded  by  additional  employer 
contributions.  The  remaining  portion  of  the  increase  was  attributable 
to  the  15.6  percent  increase  in  the  number  of  members  receiving 
benefits. 
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Although  the  number  of  active  members  decreased  from  29,109 
in  1980  to  27,728  in  1982,  the  payroll  increased  from  $311  million  to 
$377  million,    representing   a   21.2  percent  increase. 

The  normal  cost  contribution  rates  remained  relatively  constant 
in  comparison  to  1980  with  a  slight  decrease  in  most  categories. 
This  decrease  was  generally  the  result  of  a  change  in  the  member- 
ship distribution.  The  recommended  contribution  rate  for  the 
unfunded  past  service  liability  increased  .14  percent,  but  .12  per- 
cent of  this  increase  had  been  anticipated  as  a  result  of  the  cost 
of  increased   retirement  benefits. 

An  examination  of  actual  experience  of  the  System  produced 
no    results   which    warranted    a   change    in  the  actuarial   assumptions. 

3.  TRANSFER   OUT 

The  transfer  out  amounts  represent  the  contributions  and 
interest  of  members  of  the  Public  Employees'  Retirement  System 
who  became  teachers.  Their  contributions  to  the  Public  Employees' 
Retirement  System  were  transferred  to  the  Teachers'  Retirement 
System. 

4.  PRIOR    PERIOD   ADJUSTMENT 

The  prior  period  adjustment  includes  an  adjustment  of  the 
Administrative  Claims  Transfers  for  fiscal  year  1981  amounting  to 
$722,270. 

5.  ADMINISTRATIVE    FEE 

The  Public  Employees'  Retirement  System's  portion  of  the 
Administrative  Fee  is  based  on  the  total  number  of  active  and 
retired  members  of  the  system. 


26 


6.  GAINS    AND    LOSSES   ON    BOND   SWAPS 

The  deferral  and  amortization  method  of  accounting  is  used 
for  gains  and  losses  on  bond  swaps.  Under  this  method  gains  and 
losses  are  netted  against  the  investment  account  and  amortized 
over  the  life  of  the  bond  acquired  or  sold,  whichever  is  less.  We 
understand  that  this  practice  is  currently  under  study  by  the 
National    Council   on   Governmental    Accounting. 

7.  SUMMARY   OF    BENEFITS   AND   CONTRIBUTIONS 

The  following  is  a  summary  of  the  benefits  and  contributions 
of  the   Public   Employees'    Retirement  System: 


Effective   Date 
Member  Contributions 
Employer   Contributions 

Retirement   Benefit 


July   1,    1945 

6  percent  of  compensation 

As  specified  by  law.  From 
July  1,  1981,  the  rate  is  6.32 
percent. 

Eligibility:  Age      60      and      five 

years     of  service;      or      age     65 

regardless  of      service;      or     30 

years  of  service  regardless  of 
age. 

Normal  Form:  Life  annuity  with 
payment  of  balance  of  accumulated 
deductions  not  received  by  the 
member  as  of  the  date  of  his 
death  (modified  cash)  refund 
annuity. 

Benefit:  1/60  of  the  final  compen- 
sation for  each  year  of  credited 
service.  Contributing  members 
of  the  System  as  of  July  1,  1969 
may  retire  under  the  benefit 
provisions  in  effect  prior  to  that 
date  (1/60  of  the  final  compensa- 
tion for  each  year  of  prior 
service  plus  twice  the  annuity 
purchased  by  the  member's 
accumulated  contributions  with 
interest.  ) 
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Early   Retirement   Benefit 


Disability   Benefit 


Eligibility:         Age 
years  of  service. 


50      and      five 


Benefit:  An  actuarial  equivalent 
of  accrued  normal  service  allow- 
ance that  would  have  been 
payable  at  age  60. 

Eligibility:  Five  years  of  service 
and  disablement  before  eligibility 
for  service  retirement. 


Death   Benefit 


Service        disability:  Members 

granted  a  disability  retirement 
for  duty-related  reasons  prior  to 
July  1,  1977,  shall  receive 
25  percent  of  final  compensation 
while  Workers'  Compensation  is 
in  effect;  otherwise  50  percent 
of  final   compensation. 

Non-service  disability:      90  percent 
of   1/60   of  the   final  compensation 
for  each   year  of  credited   service. 

Eligibility:      Prior   to  retirement  - 
no  requirement.      Certain   specified 
recently     terminated     or     disabled 
members    are  also  eligible  for  this 
benefit. 


After   retirement  -   payable  accord- 
ing to  the  option   elected. 

Normal  Form:  Return  of  accumu- 
lated contributions  with  interest 
if  Workers'  Compensation  is  paid; 
otherwise,  benefit  is  the  return 
of  accumulated  contributions  with 
interest  plus  1/12  of  final  (last 
twelve  months)  compensation  time 
number  of  years  of  credited 
service  up  to  a  maximum  of  six 
years. 

A  beneficiary  of  a  member  with 
five  years  of  credited  service  at 
his  death  may  alternatively 
choose  a  supervisorship  allowance 
actuarially  equivalent  to  the 
accrued  retirement  allowance 
which  would  have  been  payable 
at  age  60  (or  as  of  his  date  of 
death  if  he  died  after  age  60  or 
after  30  years  of  service). 
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Termination   Benefit 


If  service  discontinued  prior  to 
completion  of  five  years  of 
service,  return  of  member's 
contributions  with  interest.  If 
service  continued  on  or  after 
completion  of  five  years  of 
service,  member  may  leave  them 
with  the  System  and  receive  his 
accrued  service  retirement  allow- 
ance commencing  at  age  60  or  an 
actuarial  equivalent  commencing 
at  age  50. 


8.       RESERVE    FOR    PAYMENT   OF   ADMINISTRATIVE    EXPENSES 

Under  the  authority  of  19-1-602,  MCA,  the  division  pays  the 
costs  of  administering  the  various  retirement  systems  from  moneys 
earned  on  Social  Security  Agency  Fund  investments.  The  Social 
Security  Agency  Fund  reflects  an  accounts  payable  to  the  retire- 
ment system  for  investment  earnings.  These  statements  reflect  an 
accounts  receivable  and  reserve  of  $2,224,516  and  miscellaneous 
revenue  of  $2,732,728  for  the  moneys  transferred  to  the  retirement 
system  during  the  current  year  and  the  balance  remaining  in  the 
Agency   Fund. 
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MUNICIPAL    POLICE   OFFICERS'    RETIREMENT   SYSTEM 


ROBERT  R   RINGWOOD 

LEGISLATIVE  AUDITOR 


STATE  OF  MONTANA 


Qltitz  sf  tits  ^gisktite  Auititur 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/449-3122 


DEPUTY  LEGISLATIVE  AUDITORS 

JAMES  H   GILLETT 
FINANCIAL/COMPLIANCE 
AND  CONTRACTED  AUDITS 

SCOTT  A.  SEACAT 

PERFORMANCEISUNSET  AUDITS 

STAFF  LEGAL  COUNSEL 
JOHN  W  NORTHEY 


The   Legislative  Audit  Committee 
of  the  Montana  State   Legislature: 

We  have  examined  the  Balance  Sheet  of  the  Municipal  Police 
Officers'  Retirement  System  as  of  June  30,  1982  and  the  related 
Statement  of  Revenues,  Expenses,  and  Changes  in  Fund  Balance, 
and  the  Statement  of  Changes  in  Financial  Position  for  the  two 
years  then  ended.  Our  examination  was  made  in  accordance  with 
generally  accepted  auditing  standards  and,  accordingly,  included 
such  tests  of  the  accounting  records  and  such  other  auditing 
procedures  as  we  considered  necessary  in  the  circumstances.  We 
did  not  examine  investments  or  investment  revenues  administered 
by  the  Board  of  Investments  which  constitute  74  percent  of  total 
assets  for  fiscal  year  1981-82  and  16  and  23  percent  of  the  total 
revenue  for  fiscal  years  1980-81  and  1981-82,  respectively.  These 
investments  were  examined  by  other  auditors  whose  report  thereon 
has  been  furnished  to  us,  and  our  opinion  expressed  herein, 
insofar  as  it  relates  to  the  amounts  of  investments  and  investment 
revenues,     is    based    solely    upon    the    report   of    the    other    auditors. 

As  disclosed  in  Note  6  of  the  financial  statements,  the  Public 
Employees'  Retirement  Division  applies  the  deferral  and  amortization 
method   of  accounting   to  gains  and    losses  on   bond   swaps.      Generally 
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accepted  accounting  principles  require  that  bond  swaps  be  reported 
on  the  completed  transaction  method.  The  above  departure  from 
generally  accepted  accounting  principles  has  resulted  in  a  net 
understatement  of  losses  on  the  Statement  of  Revenues,  Expenses, 
and  Changes  in  Fund  Balance  of  $157,660  and  $112,361  for  fiscal 
years  1980-81  and  1981-82,  respectively.  The  asset  account  Deferred 
Gains  and  Losses  and  the  fund  balance  are  overstated  by  $270,021 
on   the  June  30,    1982   Balance  Sheet. 

In  our  opinion,  based  upon  our  examination  and  the  report  of 
other  auditors,  and  except  for  the  effects  of  deferring  gains  and 
losses  on  bond  swaps  as  described  in  the  preceding  paragraph, 
the  financial  statements  referred  to  above  present  fairly  the  finan- 
cial position  of  the  Municipal  Police  Officers'  Retirement  System  at 
June  30,  1982,  and  the  results  of  its  operations  and  the  changes 
in  its  financial  position  for  the  two  years  then  ended,  in  conformity 
with  generally  accepted  accounting  principles  which  have  been 
applied  on   a  consistent  basis. 


espectfully  submitted, 


A$&^ 


James   H.    Gillett,    CPA 
Deputy   Legislative  Auditor 


November  23,    1982 
Approved: 


/ 


Robert  R.    Rin^ 
Legislative  Auditor 
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MUNICIPAL  POLICE  OFFICERS'  RETIREMENT  SYSTEM 
BALANCE  SHEET 
JUNE  30,  1982 


ASSETS 

Cash  in  Treasury  $  23,170 
Investment  in  Securities  at  Cost 

(Market  value  -  $6,802,404)  8,769,421 
Investment  in  Common  Stocks  at  Cost 

(Market  value  $273,932)  299,437 

Unamortized  Deferred  Gains  and  Losses  270,021 

Accrued  Employee  Contributions  Receivable  37,907 

Accrued  Employer  Contributions  Receivable  2,593,707 

Accrued  Investment  Income  Receivable  243,241 

TOTAL  ASSETS  $12,236,904 


LIABILITIES  AND  FUND  BALANCE 


Liabilities 


Accrued  Benefits  $     1,958 

Accrued  Refunds  4,224 

Total  Liabilities  6,182 

Fund  Balance 

Annuity  Savings  Reserve  2,449,784 

Annuity  Savings  Interest  Reserve  475,028 

Pension  Accumulation  Reserve  9,305,910 

Total  Fund  Balance  12,230,722 

TOTAL  LIABILITIES  AND  FUND  BALANCE  $12,236,904 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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MUNICIPAL  POLICE  OFFICERS'  RETIREMENT  SYSTEM 

STATEMENT  OF  REVENUES,  EXPENSES,  AND  CHANGES  IN  FUND  BALANCE 

FISCAL  YEARS  ENDED  JUNE  30,  1982  AND  JUNE  30,  1981 


1982 


1981 


REVENUE 

Retirement  Contributions 

Member 

Employer 

State 
Investment  Income 
TOTAL  REVENUE 

EXPENSES 

Benefit  Payments 

Refund  Member  Contributions 

Investment  Expenses 

Administrative  Fee 

TOTAL  EXPENSES 

Prior  Year  Adjustments  (net) 

OTHER  FINANCING  SOURCES  -  (USES) 
Administrative  Fee  Transfer  -  In 
Transfer  Out 
Transfer  In 

EXCESS  OF  REVENUES  AND  OTHER 
SOURCES  OVER  (UNDER)  EXPENSES 
AND  OTHER  USES 

Fund  Balance  at  Beginning  of  Year 

Fund  Balance  at  End  of  Year 


$   498,893 
1,369,341 
1,762,626 
1,047,408 
4,678,268 

$   443,312 

1,284,954 

1,679,071 

646,487 

4,053,824 

2,459,857 

79,409 

3,174 

14,568 

2,300,869 
77,823 
2,223 
-0- 

2,557,008 

2,380,915 

844 

(14,862) 

14,568 

(10,287) 

18,257 

-0- 

(960) 
65,632 

2,144,642 

10,086,080 

$12,230,722 


1,722,719 

8,363,361 

$10,086,080 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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MUNICIPAL  POLICE  OFFICERS'  RETIREMENT  SYSTEM 
"STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FISCAL  YEARS  ENDED  JUNE  30,  1982  AND  JUNE  30,  1981 


1982 


1981 


SOURCE  OF  FUNDS 

Excess  of  Revenues  Over  Expenditures 
Items  not  (Providing)  Requiring  Funds: 
Increase  in  Accrued  Expenses 
Increase  in  Contributions  Receivable 
Increase  (Decrease)  in  Accrued 

Investment  Income 
Unamortized  Deferred  Gains  and  Losses 

TOTAL  FUNDS  PROVIDED 


$2,144,642    $1,722,719 


152 
(398,316) 

(63,958) 
(112,361) 


(5,977) 
(146,627) 

(56,614) 
(157,660) 


$1,570,159    $1,355,841 


USE  OF  FUNDS 
Purchase  of  Investments 
TOTAL  FUNDS  USED 


$1,611,801    $1,303,314 
$1,611,801    $1,303,314 


INCREASE  (DECREASE)  IN  CASH 
Cash  at  Beginning  of  Year 
Cash  at  End  of  Year 


$   (41,642)    $   52,527 
64,812        12,285 


$   23,170    $   64,812 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement 
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MONTANA   MUNICIPAL    POLICE   OFFICERS'    RETIREMENT   SYSTEM 
Notes  to  the   Financial   Statements 
Fiscal   Year   Ended  June  30,    1982 


1.  SUMMARY   OF   SIGNIFICANT   ACCOUNTING   POLICIES 
Basis  of  Accounting 

The    preceding    financial     statements    were    prepared    from    the 

accounting     records    of    the    Public    Employees'    Retirement    Division. 

The    division    utilizes    the    accrual    basis   of   accounting.      This    basis 

records    expenditures    when     incurred    and     revenue    when    earned. 

Investment  in   Securities 

Securities  are  stated  at  cost  for  investments  in  federal  and 
state  government  securities  and  corporate  securities,  increased  by 
the  amount  of  accrued  interest  purchased  ($10,103)  and  reduced 
by  the  amount  of  unamortized   bond  discounts   ($349,313). 

2.  ACTUARIAL    LIABILITY 
a)        Funding   Method 

The  method  of  funding  employed  is  commonly  referred  to  as 
the  entry-age  normal  cost  method.  This  method  establishes  a 
normal  cost  for  each  member,  as  well  as  an  unfunded  accrued 
liability.  The  normal  cost  is  the  level  percentage  of  annual  salary 
required  to  fund  the  benefits  assuming  this  percentage  had  been 
contributed  since  the  member's  entry  into  the  system  and  would 
continue  throughout  his  active  service   lifetime. 

The  unfunded  liability  represents  the  liability  for  accrued 
benefits  which  have  not  been  previously  funded.  In  order  to 
maintain    the    systems    on    an    actuarially    sound    basis,    the    rates   of 


35 


contribution  should  be  such  as  to  meet  the  normal  cost  in  addition 
to  making  some  progress  towards  the  amortization  of  the  unfunded 
accrued   liabilities. 

The  amount  of  ($31,062,325)  represents  the  unfunded  liability 
as  determined   by  the  system's  actuary  as  of  June  30,    1982. 

b)       Analysis  of  Valuation 

The  Municipal  Police  Officers'  Retirement  System  for  the  first 
and  second  class  cities  is  funded  by  contributions  from  the  state, 
cities,  and  individual  members.  The  contribution  rates,  expressed 
as  a  percentage  of  each  police  officer's  salary,  are  14.04  percent 
from  the  state,  14.04  percent  from  the  cities,  and  6.0  percent  from 
each  member  employed  prior  to  July  1,  1979  and  7.5  percent  from 
each  member  employed  on  or  after  July   1,    1979. 

The  total  funding  rate  is  a  weighted  rate  which  recognizes 
the  higher  rates  contributed  by  newer  members.  The  weighted 
contribution  rate  is  based  upon  the  expected  future  contributions 
of  active  members  hired  prior  to  July  1,  1979,  active  members  who 
were  hired  on  or  after  July  1,  1979,  and  members  who  will  be 
hired  in  the  future.  The  aggregate  weighted  funding  rate  is 
35.37  percent.  This  rate  will  gradually  increase  in  future  years 
until  reaching  an  ultimate  rate  of  35.58  percent  at  which  time  all 
members  hired   prior  to  July   1,    1979  will   have   retired. 

The  total  funding  rates  calculated  in  the  actuarial  report 
fairly  represent  the  long-term  financing  available  to  the  system. 
This  approach  is  consistent  with  the  long-term  liabilities  projected 
in   the  actuarial   valuation. 

The  individual  cities  whose  funding  rates  have  not  been  suffi- 
cient  to   amortize   the    unfunded   liability  over  a  40-year  period   have 
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been  charged  with  an  excess  unfunded  liability.  These  cities  have 
been  required  to  make  additional  payments  to  fund  these  excess 
liabilities.  The  amount  of  the  excess  unfunded  liability  decreased 
substantially  in  this  valuation.  This  decrease  is  mainly  attributable 
to  recognition  of  higher  funding  rates  from  new  members.  The 
result  is  that  seven  cities  will  have  excess  unfunded  liabilities 
amounting  to  $2,674,627.  This  is  in  comparison  with  the  total 
excess  of  $5,668,374  determined   in  the  1980  valuation. 

The  number  of  active  and  retired  members  remained  fairly 
stable  during  the  biennium.  The  payroll  increased  21.7  percent 
with  an  average  salary  of  $18,091  in  1982  compared  with  $15,004  in 
1980.  Benefit  payments,  including  supplemental  payments  to  those 
retired  prior  to  July  1,  1975,  increased  by  14  percent.  Supple- 
mental benefits  for  members  retired  prior  to  July  1,  1975  are 
funded  through  payments  from  the  State  Auditor  and  were  not 
considered  in  this  actuarial  valuation.  The  benefits  without  supple- 
ments  increased   15  percent  during  the  biennium. 

As  a  result  of  payroll  and  benefit  increases,  the  liability  for 
future  service  and  the  unfunded  past  service  liability  increased 
over  the  previous  valuation.  The  unfunded  liability  did  not, 
however,  increase  as  much  as  may  have  been  expected.  The 
liability  for  benefits  to  retired  members  increased  less  than  the 
increase  in  benefit  payments  due  to  the  fact  that  much  of  the 
benefit  increase  was  attributable  to  older  retired  members.  The 
result  was  that  the  past  service  liability  increased  less  than  the 
present  value  of  salaries  during  the  next  40  years.  This  served 
to    increase    the   amount  of   unfunded    liability   which    can    be   funded 
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by     the     regular    contributions     and     therefore    decrease    the    excess 
liability  to  be  funded   by   additional   city  funds. 

The  contribution  rate  as  a  percent  of  salaries  which  would  be 
required  to  amortize  the  total  unfunded  liability  over  40  years 
would  be  35.60  percent.  The  total  funding  rate  projected  in  this 
report  is  35.37  percent.  No  contribution  rate  changes  are  recom- 
mended because  of  the  procedure  followed  in  assessing  individual 
cities  with  the  excess  unfunded   liability. 

3.  TRANSFERS 

The  transfers  represent  the  contributions  and  interest  of 
members  of  one  system  transferring  to  another  system.  Their 
contributions  to  the  Police  Officers'  Retirement  System  were  either 
transferred  in  or  out  of  the  Municipal  Police  Officers'  Retirement 
System  when  they   started  their  new  employment. 

4.  STATE   CONTRIBUTIONS 

For  the  fiscal  year  ended  June  30,  1982,  the  dollar  amount 
for  the  state's  contribution  to  the  Municipal  Police  Officers'  Retire- 
ment Fund  was  calculated  on  14.04  percent  of  the  annual  compensa- 
tion paid  to  all  active  members  during  the  preceding  year,  as 
stated  in  section  19-9-702,  MCA.  The  last  six  month  portion  of 
the  state's  fiscal  year  1982  contribution  is  normally  received  in 
August  of  fiscal   year   1983-84. 

5.  ADMINISTRATIVE    FEE 

The  Municipal  Police  Officers'  Retirement  System's  portion  of 
the  Administrative  Fee  is  based  on  the  total  number  of  active  and 
retired   members  of  the   system. 
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6.  GAINS   AND    LOSSES   ON    BOND   SWAPS 

The  deferral  and  amortization  method  of  accounting  is  used 
for  gains  and  losses  on  bond  swaps.  Under  this  method  gains  and 
losses  are  netted  against  the  investment  account  and  amortized 
over  the  life  of  the  bond  acquired  or  sold,  whichever  is  less.  We 
understand  that  this  practice  is  currently  under  study  by  the 
National   Council   on   Governmental   Accounting. 

7.  SUMMARY   OF   BENEFITS   AND   CONTRIBUTIONS 

The  following  is  a  summary  of  the  benefits  and  contributions 
of  the  Montana  Municipal   Police  Officers'    Retirement  System. 


Effective   Date 
Member  Contributions 


City   Contributions 


State  Contribution 


Retirement  Benefit 


July  1,    1927 

6  percent  of  salary  for  members 
employed    prior   to   July   1,    1979 
and      1\  percent      for      members 
employed     on    or    after    July   1, 
1979. 

14.04  percent    of    active   police- 
men's salaries,    plus  an  additional 
amount    to    fund    any    excessive 
past  service  liability. 

14.04  percent    of    active   police- 
men's salaries. 

Minimum      service:         20      years 
Minimum        age:  a)   if       first 

employed  on  or  before  7/1/75, 
none;  b)  if  first  employed 
after  7/1/75,  age  50. 
Mandatory  retirement:  Age  65 
Normal  form:  Full  payments 
while  either  member  or  spouse 
is   living. 

Benefit:      50  percent  of  the  aver- 
age   monthly    salary   during    the 
highest     36  consecutive    months 
of   earnings    plus  1    percent   per 
year    of    such    average    monthly 
salary   for   each    additional    year 
of  service   in   excess  of  20  years, 
subject  to  a  maximum  of  60  per- 
cent of  such  monthly  base  salary. 
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Disability   Benefit 


Service  disability:  50  percent 
of  the  average  monthly  salary 
during  the  highest  36  consecu- 
tive months  of  earnings. 

Nonservice  disability:  Same  as 
service  disability  above. 


Death   Benefit 


Service  death:  50  percent  of 
the  average  monthly  salary 
during  the  highest  36  consecu- 
tive months  of  earnings  payable 
to  surviving  spouse  or  minor 
children . 


Nonservice      death: 
service  death   above. 


Same     as 


Termination    Benefit 


If  services  discontinued  prior 
to  completion  of  10  years  of 
service,  return  of  accumulated 
contributions  without  interest. 
If  service  discontinued  on  or 
after  completion  of  10  years  of 
service,  return  of  the  aggregate 
of  accumulated  contributions 
with   interest. 


Benefit  Adjustments 


If  the  monthly  benefit  payments 
described  above  are  less  than 
50  percent  of  the  base  salary 
paid  in  the  previous  calendar 
year  to  a  newly  confirmed 
police  officer  from  the  same 
city  as  the  member,  a  supple- 
mental benefit  shall  be  paid  so 
that  the  total  benefit  payable 
equals  50  percent  of  such 
salary. 

The  fund  is  reimbursed  by  the 
State  Auditor  for  supplemental 
pensions  payable  to  members, 
or  beneficiaries  of  members, 
who  were  receiving  payments 
prior  to  July   1  ,    1975. 
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STATE   GAME   WARDENS'    RETIREMENT   SYSTEM 


STATE  OF  MONTANA 


ROBERT  R   RINGWOOD 

LEGISLATIVE  AUDITOR 


Qilizt  xxi  tJbe  ^gtslaiita  Ait&ite 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/449  3122 


DEPUTY  LEGISLATIVE  AUDITORS 

JAMES  H   GILLETT 
FINANCIAL/COMPLIANCE 
AND  CONTRACTED  AUDITS 

SCOTT  A   SEACAT 
PERFORMANCE/SUNSET  AUDITS 

STAFF  LEGAL  COUNSEL 
JOHN  W  NORTHEY 


The    Legislative   Audit   Committee 
of  the  Montana  State   Legislature: 

We  have  examined  the  Balance  Sheet  of  the  Montana  State 
Game  Wardens'  Retirement  System  as  of  June  30,  1982  and  the 
related  Statement  of  Revenues,  Expenses,  and  Changes  in  Fund 
Balance,  and  the  Statement  of  Changes  in  Financial  Position  for  the 
two  years  then  ended.  Our  examination  was  made  in  accordance 
with  generally  accepted  auditing  standards  and,  accordingly, 
included  such  tests  of  the  accounting  records  and  such  other 
auditing  procedures  as  we  considered  necessary  in  the  circum- 
stances. We  did  not  examine  investments  or  investment  revenues 
administered  by  the  Board  of  Investments  which  constitute  92  per- 
cent of  total  assets  for  fiscal  year  1981-82  and  37  and  44  percent 
of  the  total  revenue  for  fiscal  years  1980-81  and  1981-82,  respec- 
tively. These  investments  were  examined  by  other  auditors  whose 
report  thereon  has  been  furnished  to  us,  and  our  opinion  expressed 
herein,  insofar  as  it  relates  to  the  amounts  of  investments  and 
investment  revenues,  is  based  solely  upon  the  report  of  the  other 
auditors. 

As    disclosed    in    Note   5    of    the    financial    statements,    the   Public 
Employees'    Retirement   Division   applies   the   deferral    and   amortization 
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method  of  accounting  to  gains  and  losses  on  bond  swaps.  Generally 
accepted  accounting  principles  require  that  bond  swaps  be  reported 
on  the  completed  transaction  method.  The  above  departure  from 
generally  accepted  accounting  principles  has  resulted  in  a  net 
understatement  of  losses  on  the  Statement  of  Revenues,  Expenses, 
and  Changes  in  Fund  Balance  of  $106,452  and  $20,509  for  fiscal 
years  1980-81  and  1981-82,  respectively.  The  asset  account  Deferred 
Gains  and  Losses  and  the  fund  balance  are  overstated  by  $137,940 
on  the  June  30,    1982  Balance  Sheet. 

In  our  opinion,  based  upon  our  examination  and  the  report  of 
other  auditors,  and  except  for  the  effects  of  deferring  gains  and 
losses  on  bond  swaps  as  described  in  the  preceding  paragraph, 
the  financial  statements  referred  to  above  present  fairly  the  finan- 
cial position  of  the  Montana  State  Game  Wardens'  Retirement  System 
at  June  30,  1982,  and  the  results  of  its  operations  and  the  changes 
in  its  financial  position  for  the  two  years  then  ended,  in  conformity 
with  generally  accepted  accounting  principles  which  have  been 
applied  on   a  consistent  basis. 


Respectfully   submitted, 

James   H.    Gillett,    CPA 
Deputy   Legislative  Auditor 


November  23,    1982 
Approved: 


iui 


Robert   R.    Ringwood 
Legislative   Auditor 
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MONTANA  STATE  GAME  WARDENS'  RETIREMENT  SYSTEM 
BALANCE  SHEET 
JUNE  30,  1982 


ASSETS 

Cash  in  Treasury  $  37,561 
Investments  in  Mortgages  at  Cost 

(Market  value  -  $33,496)  33,496 
Investments  in  Common  Stocks  at  Cost 

(Market  value  -  $183,593)  199,422 
Investments  in  Securities  at  Cost 

(Market  value  -  $2,327,016)  3,304,036 

Unamortized  Deferred  Gains  and  Losses  137,940 

Accrued  Employee  Contributions  Receivable  4,609 

Accrued  Employer  Contributions  Receivable  4,694 

Accrued  Investments  Income  Receivable  98,912 

Accrued  Fines  and  Forfeitures  Receivable  13, 150 

TOTAL  ASSETS  $3,833,820 


LIABILITIES  AND  FUND  BALANCE 


Fund  Balance 


Annuity  Savings  Reserve  $1,016,449 

Annuity  Savings  Interest  Reserve  451,722 

Pension  Accumulation  Reserve  2,365 ,649 


TOTAL  LIABILITIES  AND  FUND  BALANCE  $3,833,820 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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MONTANA  STATE  GAME  WARDENS'  RETIREMENT  SYSTEM 
STATEMENT  OF  REVENUES,  EXPENSES,  AND  CHANGES  IN  FUND  BALANCE 
FISCAL  YEARS  ENDED  JUNE  30,  1982  AND  JUNE  30,  1981 


REVENUE 

Retirement  Contribution 

Member 

Employer 
Investment  Income 
Fine  and  Forfeitures 
TOTAL  REVENUE 

EXPENSES 

Benefit  Payments 

Refund  of  Employer  Contributions 

Refund  of  Member  Contributions 

Administrative  Fee 

Investment  Expense 

TOTAL  EXPENSES 

Prior  Year  Adjustment 

OTHER  FINANCING  SOURCES  -  (USES) 
Administrative  Fee  Transfer  In 
Transfer  In 

EXCESS  OF  REVENUES  AND  OTHER  SOURCES 
OVER  (UNDER)  EXPENSES  AND  OTHER  USES 

Fund  Balance  at  Beginning  of  Year 

Fund  Balance  at  End  of  Year 


1982  1981 


$   122,325 

$   107,302 

123,305 

190,661 

331,491 

264,362 

194,425 

157,068 

771,546 

719,393 

$   222,047 

$   217,164 

4,722 

-0- 

198 

24,418 

3,171 

4,566 

1,192 

5,836 

231,330 

251,984 

(126,092) 

-0- 

3,171 

-0- 

315 

-0- 

417,610 

467,409 

3,416,210 

2,948,801 

$3,833,820 

$3,416,210 

The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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MONTANA  STATE  GAME  WARDENS'  RETIREMENT  SYSTEM 
STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FISCAL  YEARS  ENDED  JUNE  30,  1982  AND  JUNE  30,  1981 


SOURCE  OF  FUNDS 

Excess  of  Revenues  Over  Expenditures 
Items  not  (Providing)  Requiring  Funds: 

Increase  (Decrease)  in  Accrued  Expenses 

Increase  Accrued  Income 

Unamortized  Deferred  Gains  and  Losses 

Increase  In  Accrued  Fines  and  Forfeitures 

TOTAL  FUNDS  PROVIDED 


1982 


$417,610 

(359) 
(9,302) 
(20,509) 
778 

$388,218 


1981 


$467,409 

(6,154) 
(39,915) 
(106,452) 
4,000 

$318,888 


USE  OF  FUNDS 

Purchase  of  Investments 

TOTAL  FUNDS  USED 

INCREASE  (DECREASE)  IN  CASH 
Cash  at  Beginning  of  Year 
Cash  at  End  of  Year 


$400,588 
$400,588 

$(12,370) 

49,931 
$  37,561 


$293,940 
$293,940 

$  24,948 


24,983 


$  49,931 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement, 
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MONTANA   STATE   GAME   WARDENS'    RETIREMENT   SYSTEM 
Notes  to  the   Financial   Statements 
Fiscal   Year   Ended   June  30,    1982 


1.  SUMMARY   OF   SIGNIFICANT   ACCOUNTING    POLICIES 
Basis  of  Accounting 

The     preceding    financial     statements    were    prepared    from    the 

accounting     records    of    the    Public    Employees'     Retirement    Division. 

The    division    utilizes    the    accrual    basis   of   accounting.      This    basis 

records    expenditures    when     incurred    and     revenue    when    earned. 

Investment  in   Securities 

Securities    are    stated    at    cost    for    investments    in    federal    and 
state   government   securities   and    corporate   securities,    increased   by 
the  amount  of  unamortized   premiums   ($2,489)   and   purchased   interest 
($1,657)    and   reduced   by  the  amount  of  unamortized   bond  discounts 
($176,705). 

2.  ACTUARIAL    LIABILITY 
a)        Funding  Method 

The  method  of  funding  employed  is  commonly  referred  to  as 
the  entry  -age  normal  cost  method.  This  method  establishes  a 
normal  cost  of  each  fund,  as  well  as  an  unfunded  accrued  liability. 
This  normal  cost  is  the  level  percentage  of  total  salaries  required 
to  fund  the  benefits,  assuming  this  percentage  has  been  contributed 
since  each   member's  entry   into  the  fund. 

The  unfunded  accrued  liability  represents  the  excess  of  the 
present  value  of  total  liabilities  over  the  present  assets  of  the 
fund  and  the  present  value  of  expected  future  contributions  for 
the  normal   cost. 
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In  order  to  maintain  the  fund  on  an  actuarially  sound  basis, 
the  rate  of  contribution  should  be  such  as  to  meet  the  normal  cost 
in  addition  to  making  progress  towards  the  amortization  of  the 
unfunded   liability. 

The  amount  of  $4,169,898  represents  the  unfunded  liability  as 
determined   by  the  systems'   actuary  as  of  June  30,    1982. 

b)       Analysis  of   Valuation 

The  actuarial  valuation  as  of  July  1,  1982  has  determined  that 
a  contribution  rate  of  17.07  percent  is  required  to  fund  the  benefits 
as  they  accrue  in  the  future.  An  additional  contribution  rate  of 
7.44  percent  is  required  to  amortize  the  unfunded  liability  over  a 
40-year  period.  Therefore,  the  total  recommended  contribution 
rate  is  24.52  percent. 

The  recommended  rate  of  24.52  percent  represents  a  .17  per- 
cent increase  over  the  1980  rate  of  24.35  percent.  Although  the 
number  of  retired  and  inactive  members  remained  constant  during 
the  biennium,  the  monthly  benefits  increased  12.7  percent.  This 
increase  was  largely  the  result  of  a  benefit  increase  granted  by 
the  legislature.  The  cost  of  the  increase  was  anticipated  to  be 
.15  percent  of  salary,  which  is  funded  by  additional  state  contribu- 
tions . 

The  number  of  active  members  increased  from  85  to  90.  Most 
significantly,  the  payroll  increased  30  percent  with  an  average 
salary  of  $20,379   in    1982  compared   with   $16,616   in    1980. 

The  regular  contribution  rate  is  14.15  percent  comprised  of  a 
state  contribution  of  7.15  percent  of  the  member's  salary  and  the 
member's    contribution     of    7   percent    of    salary.        In     addition,     the 
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balance  of  the  fines  and  forfeiture  funds  is  contributed  to  the 
system  to  assist  in  eliminating  the  unfunded  liability.  This  amount 
was  $194,425  during  the  1981-82  fiscal  year  and  represented 
10.6  percent  of  salaries. 

The  combined  contributions  as  a  percent  of  salary  is  currently 
24.75  percent  which  exceeds  the  recommended  rate  of  24.52  percent. 
As  such,  the  Game  Wardens'  Retirement  System  is  adequately 
funded  at  this  time  and  no  additional  contributions  are  recommended 
It  is  important  that  the  amounts  provided  by  fines  and  forfeitures 
continue  to  be  monitored.  If  this  amount  grows  at  a  slower  rate 
than  salaries,  the  contribution  as  a  percent  of  salary  may  become 
inadequate. 

3.  ADMINISTRATIVE    FEE 

The  Game  Wardens'  Retirement  System's  portion  of  the  Admin- 
istrative Fee  is  based  on  the  total  number  of  active  and  retired 
members  of  the  system. 

4.  PRIOR    PERIOD   ADJUSTMENT 

The  prior  period  adjustment  includes  a  reimbursement  for  an 
overpayment  of  Employer  Contributions  of  $126,092.  The  over- 
payment   was     for    the    time     period     July    1979    through    June    1981. 

5.  GAINS   AND    LOSSES   ON    BOND   SWAPS 

The  deferral  and  amortization  method  of  accounting  is  used 
for  gains  and  losses  on  bond  swaps.  Under  this  method  gains  and 
losses  are  netted  against  the  investment  account  and  amortized 
over  the  life  of  the  bond  acquired  or  sold,  whichever  is  less.  We 
understand  that  this  practice  is  currently  under  study  by  the 
National   Council  on   Governmental   Accounting. 
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6.      SUMMARY   OF    BENEFITS   AND   CONTRIBUTIONS 

The    following    is   a    summary   of   the    benefits   and    contributions 
of  the  Game  Wardens'    Retirement  System. 


Effective   Date 
Member  Contributions 

State  Contributions 


Retirement   Benefits 


Disability   Benefit 


Death   Benefit 


July   1,    1963 

7  percent  of  salary.  Optional 
after     25  years     of    membership. 

7.15  percent      of  active      game 
wardens'   salaries,  plus  all   collec- 
tions    from     fines  and     forfeited 
bonds. 

Minimum       service:  20       years 

Minimum  age:  55 
Mandatory  retirement:  age  60 
Normal  form:  Life  annuity  with 
a  death  benefit  equal  to  the 
present  value  of  the  retirement 
allowance  at  the  dates  of  retire- 
ment less  all  retirement  benefits 
paid  to  date  (full  cash  refund 
annuity) . 

Benefit:  2  percent       of       the 

average  monthly  salary  during 
the  highest  36  consecutive 

months  of  earnings  times  years 
of  service,  subject  to  a  maximum 
of  50  percent  of  such  monthly 
base  salary.  Members  who  elect 
to  contribute  for  more  than 
25  years  receive  an  additional 
allowance  equal  to  the  actuarial 
equivalent  after  25  years  of 
service. 

Service  disability  with  10  years 
of  service:  50  percent  of  the 
average  monthly  salary  during 
the  highest  36  consecutive 
months  of  earnings. 

Service  death:  50  percent  of 
the  average  monthly  salary 
during  the  highest  36  consecu- 
tive months  of  earnings  less 
any  amount  payable  under  the 
Workers'    Compensation   Act. 
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Termination    Benefit 


If  service  discontinued  prior  to 
completion  of  10  years  of  service, 
return  of  accumulated  contribu- 
tions without  interest.  If 
service  discontinued  on  or  after 
completion  of  10  years  of  service, 
either  return  of  the  aggregate 
of  accumulated  contributions 
with  interest  or  the  actuarial 
equivalent  of  the  member's 
accrued    retirement  benefit. 
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SHERIFFS'    RETIREMENT   SYSTEM 


llll 


ROBERT  R  RINGWOOD 

LEGISLATIVE  AUDITOR 


STATE  OF  MONTANA 


^iiitt  txt  tlt£  'JLtyi&lvdibt  ^ubit&x 


STATE  CAPITOL 

HELENA.  MONTANA  59620 

406/449  3122 


DEPUTY  LEGISLATIVE  AUDITORS 

JAMES  H    GILLETT 
FINANCIALfCOMPLIANCE 
AND  CONTRACTED  AUDITS 

SCOTT  A   SEACAT 
PERFORMANCE/SUNSET  AUDITS 

STAFF  LEGAL  COUNSEL 
JOHN  W  NORTHEY 


The   Legislative  Audit   Committee 
of  the  Montana  State   Legislature: 

We  have  examined  the  Balance  Sheet  of  the  Sheriffs'  Retirement 
System  as  of  June  30,  1982  and  the  related  Statement  of  Revenues, 
Expenses,  and  Changes  in  Fund  Balance,  and  the  Statement  of 
Changes  in  Financial  Position  for  the  two  years  then  ended.  Our 
examination  was  made  in  accordance  with  generally  accepted  auditing 
standards  and,  accordingly,  included  such  tests  of  the  accounting 
records  and  such  other  auditing  procedures  as  we  considered 
necessary  in  the  circumstances.  We  did  not  examine  investments 
or  investment  revenues  administered  by  the  Board  of  Investments 
which  constitute  92  percent  of  total  assets  for  fiscal  year  1981-82 
and  35  and  39  percent  of  the  total  revenue  for  fiscal  years  1980-81 
and  1981-82,  respectively.  These  investments  were  examined  by 
other  auditors  whose  report  thereon  has  been  furnished  to  us,  and 
our  opinion  expressed  herein,  insofar  as  it  relates  to  the  amounts 
of  investments  and  investment  revenues,  is  based  solely  upon  the 
report  of  the  other  auditors. 

As  disclosed  in  Note  5  of  the  financial  statements,  the  Public 
Employees'  Retirement  Division  applies  the  deferral  and  amortization 
method  of  accounting   to  gains  and    losses  on   bond   swaps.      Generally 
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accepted  accounting  principles  require  that  bond  swaps  be  reported 
on  the  completed  transaction  method.  The  above  departure  from 
generally  accepted  accounting  principles  has  resulted  in  a  net 
understatement  of  losses  on  the  Statement  of  Revenues,  Expenses, 
and  Changes  in  Fund  Balance  of  $203,226  and  $66,717  for  fiscal 
years  1980-81  and  1981-82,  respectively.  The  asset  account  Deferred 
Gains  and  Losses  and  the  fund  balance  are  overstated  by  $316,733 
on   the  June  30,    1982   Balance  Sheet. 

In  our  opinion,  based  upon  our  examination  and  the  report  of 
other  auditors,  and  except  for  the  effects  of  deferring  gains  and 
losses  on  bond  swaps  as  described  in  the  preceding  paragraph, 
the  financial  statements  referred  to  above  present  fairly  the  finan- 
cial position  of  the  Sheriffs'  Retirement  System  at  June  30,  1982, 
and  the  results  of  its  operations  and  the  changes  in  its  financial 
position  for  the  two  years  then  ended,  in  conformity  with  generally 
accepted  accounting  principles  which  have  been  applied  on  a  con- 
sistent basis. 


Respectfully  submitted, 


ames   H .    Gillett,    CPA 
Deputy   Legislative  Auditor 


November  23,    1982 
Approved: 


uit 


.     0 

Robert   R.    Rindwood 
Legislative  Auaitor 
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SHERIFFS'  RETIREMENT!  SYSTEM 
BALANCE  SHEET 
JUNE  30,  1982 


ASSETS 

Cash  in  Treasury  $  43,785 
Investment  in  Securities  at  Cost 

(Market  value  -  $5,882,934)  7,365,911 
Common  Stocks  at  Cost 

(Market  value  -  $537,179)  598,984 

Accrued  Employee  Contributions  Receivable  37,867 

Accrued  Employer  Contributions  Receivable  41,101 

Unamortized  Deferred  Gains  and  Losses  316,733 

Accrued  Investment  Income  Receivable  226,922 

Accounts  Receivable  -  Other  18 

TOTAL  ASSETS  $8,631,321 


LIABILITIES  AND  FUND  BALANCE 

Liabilities 

Accrued  Refunds  $ l  ?  39 1 

Total  Liabilities  1 ,391 

Fund  Balance 

Annuity  Savings  Reserve  2,418,224 

Annuity  Savings  Interest  Reserve  482,682 

Pension  Accumulation  Reserve  5 , 729  ,024 

Total  Fund  Balance  8,629,930 

TOTAL  LIABILITIES  AND  FUND  BALANCE  $8,631,321 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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SHERIFFS'  RETIREMENT  SYSTEM 
STATEMENT  OF  REVENUES,  EXPENSES,  AND  CHANGES  IN  FUND  BALANCE 
FISCAL  YEARS  ENDED  JUNE  30,  1982  AND  JUNE  30,  1981 


REVENUE 

Retirement  Contribution 

Member 

Employer 
Investment  Income 
TOTAL  REVENUE 

EXPENSES 

Benefit  Payments 

Refund  of  Member  Contributions 

Investment  Expense 

Administrative  Fee 

TOTAL  EXPENSES 

Prior  Year  Adjustment 

OTHER  FINANCING  SOURCES  -  (USES) 
Administrative  Fee  Transfer  In 
Transfer  In 
Transfer  Out 

EXCESS  OF  REVENUES  AND  OTHER  SOURCES 
OVER  (UNDER)  EXPENSES  AND  OTHER  USES 

Fund  Balance  at  Beginning  of  Year 

Fund  Balance  at  End  of  Year 


1982  1981 


$   620,032 

668,628 

808,229 

2,096,889 

$ 
1 

516,085 

560,911 

584,511 

,661,507 

184,406 

270,425 

2,413 

10,006 

154,129 
168,935 

1,864 

-0- 

467,250 

324,928 

(5,871) 

899 

10,006 

31,266 

(51,846) 

-0- 
6,899 
(71,804) 

1,613,194 

1 

,272,573 

7,016,736 

5 

,744,163 

$8,629,930 

$7 

,016,736 

The  accompanying  notes  are  an  integral  part  of  this  financial  statement, 


54 


SHERIFFS'  RETIREMENT  SYSTEM 
STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FISCAL  YEARS  ENDED  JUNE  30,  1982  AND  JUNE  30,  1981 


1982 


1981 


SOURCE  OF  FUNDS 

Excess  of  Revenues  Over  Expenditures 
Items  not  (Providing)  Requiring  Funds: 
Increase  (Decrease)  in  Accounts  Payable 

and  Accrued  Expenses 
Decrease  in  Contributions  Receivable 
Increase  in  Accrued  Investment  Income 
Unamortized  Deferred  Gains  and  Losses 

TOTAL  FUNDS  PROVIDED 


$1,613,194    $1,272,573 


1,391 
2,134 
(61,355) 
(66,717) 


(15,044) 

(6,965) 

(31,356) 

(203,226) 


$1,488,647    $1,015,982 


USE  OF  FUNDS 
Purchase  of  Investments 
TOTAL  FUNDS  USED 


$1,483,900 
$1,483,900 


$  979,496 
$  979,496 


INCREASE  (DECREASE)  IN  CASH 
Cash  at  Beginning  of  Year 
Cash  at  End  of  Year 


$    4,747    $   36,486 

39,038         2,552 

$   43,785    $   39,038 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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SHERIFFS'  RETIREMENT  SYSTEM 
Notes  to  the  Financial  Statements 
Fiscal   Year   Ended   June  30,    1982 

1.  SUMMARY   OF   SIGNIFICANT   ACCOUNTING   POLICIES 
Basis  of  Accounting 

The    preceding     financial     statements    were     prepared    from    the 

accounting     records    of    the    Public    Employees'     Retirement    Division. 

The    division    utilizes    the    accrual    basis    of   accounting.      This    basis 

records    expenditures    when     incurred     and     revenue    when     earned. 

Investment  in   Securities 

Securities  are  stated  at  cost  for  investments  in  federal  and 
state  government  securities  and  corporate  securities,  increased  by 
the  amount  of  purchased  interest  ($4,767)  and  reduced  by  the 
amount  of  unamortized   bond   discounts   ($352,672). 

2.  ACTUARIAL    LIABILITIES 
a)        Funding   Method 

The  method  of  funding  employed  is  commonly  referred  to  as 
the  entry -age  normal  cost  method.  This  method  establishes  a 
normal  cost  of  each  fund,  as  well  as  an  unfunded  accrued  liability. 
The  normal  cost  is  the  level  percentage  of  total  salaries  required 
to  fund  the  benefits,  assuming  this  percentage  has  been  contributed 
since  each   member's  entry   into  the  fund. 

The  unfunded  accrued  liability  represents  the  excess  of  the 
present  value  of  total  liabilities  over  the  present  assets  of  the 
fund  and  the  present  value  of  expected  future  contributions  for 
the  normal   cost. 
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In  order  to  maintain  the  fund  on  an  actuarially  sound  basis, 
the  rate  of  contribution  should  be  such  as  to  meet  the  normal  cost 
in  addition  to  making  progress  towards  the  amortization  of  the 
unfunded    liability. 

The  amount  of  $2,819,340  represents  the  unfunded  liability  as 
determined   by   the  systems'   actuary  as  of  June  30,    1982. 

b)       Analysis  of  Valuation 

As  a  result  of  the  valuation  conducted  as  of  July  1,  1982,  we 
have  determined  that  a  contribution  rate  of  13.18  percent  of  salary 
is  required  to  fund  benefits  as  they  accrue  in  the  future.  The 
regular  contribution  rate  allows  a  balance  of  1.44  percent  of  salaries 
to  be  applied  to  the  amortization  of  the  unfunded  liability.  We 
have  determined  that  1.44  percent  is  sufficient  to  amortize  the 
unfunded    liability  over  a   period  of  24.38  years. 

The  amortization  period  of  the  unfunded  liability  increased 
from  20.28  years  to  24.38  years.  This  increase  is  mainly  attribut- 
able to  the  large  payroll  increase  of  46.5  percent.  The  average 
salaries  increased  from  $13,687  in  1980  to  $17,381  in  1982  which 
represented   an    increase  of  27.0  percent. 

Annual  benefits  paid  increased  28.7  percent  from  1980.  This 
increase  was  partially  due  to  benefit  increases  granted  by  the 
legislature.  The  cost  of  these  increases  were  anticipated  to  be 
.07  percent  of  salary  which  is  being  funded  by  additional  county 
contributions. 

The  regular  contribution  rate  for  funding  the  Sheriffs'  Retire- 
ment System  is  14.62  percent  of  each  active  member's  salary.  This 
rate    is    comprised    of    7.62   percent    from  the  county   and   7.0   percent 
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from  the  member.  Although  the  amortization  period  increased,  the 
system  is  well  funded  and  no  contribution  increases  are  recom- 
mended. 

There  are  presently  23  vested  sheriffs  who  were  formerly 
employed  by  Silver  Bow  and  Deer  Lodge  counties  and  are  now 
police  officers  in  Butte  and  Anaconda.  There  are  also  20  inactive 
members  and  46  members  receiving  benefits  for  a  total  of  89  non- 
active  members. 

3.  ADMINISTRATIVE    FEE 

The  Sheriffs'    Retirement  System's   portion  of  the  Administrative 
Fee   is    based   on   the   total    number  of  active  and   retired  members  of 
the  system. 

4.  TRANSFERS 

Transfers  represent  the  contributions  and  interest  of  members 
of  one  system  transferring  to  another  system.  Their  contributions 
to  the  Sheriffs'  Retirement  System  were  either  transferred  in  or 
out  of  the   system   upon   starting   their  new  employment. 

5.  GAINS   AND    LOSSES   ON    BOND   SWAPS 

The  deferral  and  amortization  method  of  accounting  is  used 
for  gains  and  losses  on  bond  swaps.  Under  this  method  gains  and 
losses  are  netted  against  the  investment  account  and  amortized 
over  the  life  of  the  bond  acquired  or  sold,  whichever  is  less.  We 
understand  that  this  practice  is  currently  under  study  by  the 
National    Council   on   Governmental    Accounting. 

6.  SUMMARY   OF    BENEFITS   AND   CONTRIBUTIONS 

The  following  is  a  summary  of  the  benefits  and  contributions 
of  the  Sheriffs'    Retirement  System. 
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Effective   Date 
Member  Contributions 
County   Contributions 
State  Contributions 
Retirement   Benefit 


Disability   Benefit 


Death   Benefit 


July   1,    1974 

7  percent  of  salary 

7.62  percent  of  salary 

Administrative  expenses 

Minimum       service:  25       years 

Minimum   age:      55 
Mandatory      retirement:        age  65 
except    for    elected    sheriffs    and 
undersheriffs. 

Normal  form:  Life  annuity  with 
payment  of  balance  of  accumu- 
lated deductions  not  received 
by  the  member  as  of  the  date  of 
his  death  (modified  cash  refund 
annuity) . 

Benefit:  2   percent       of       the 

average  monthly  salary  during 
the  highest  36  consecutive 
months  of  earnings  times  years 
of  service.  Maximum  50  percent, 
except  for  members  who  have 
contributed  for  more  than 
25  years,  the  amount  above 
plus  twice  the  actuarial  equiva- 
lent of  his  contribution  after 
25  years  of  service. 

Service  disability:  A  monthly 
annuity  equal  to  50  percent  of 
his  final   average   salary. 

Nonservice  disability:      A   monthly 
annuity     in     the     amount     which 
can    be  provided   by  his  accumu- 
lated  deductions  and   the  county's 
contributions. 

Service  death:  50  percent  of 
the  average  monthly  salary 
during  the  highest  36  consecu- 
tive months  of  earnings  less 
any  amounts  payable  under  the 
Workers'    Compensation   Act. 

Nonservice       death:  Either      a 

lump   sum   payment  of  his   accumu- 
lated    deductions     with     interest, 
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or  the  actuarial  equivalent  of 
2  percent  of  final  average 
salary  for  each  year  of  service, 
with     a     maximum     of     25  years. 


Termination    Benefit 


If  service  discontinued  prior  to 
completion  of  10  years  of  service, 
return  of  member's  contributions 
with  interest.  If  service  discon- 
tinued on  or  after  completion  of 
10  years  of  service,  either 
return  of  member's  contributions 
with  interest  or  an  annuity 
which  can  be  provided  by 
member's  and  county's  contribu- 
tions. 
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MONTANA    HIGHWAY    PATROLMEN'S    RETIREMENT   SYSTEM 


STATE  OF  MONTANA 


ROBERT  R   RINGWOOD 

LEGISLATIVE  AUDITOR 


®iiitz  txl  tk?  ~*lt$i&lntibt  Au&iiur 


STATE  CAPITOL 

HELENA.  MONTANA  59620 

406/4493122 


DEPUTY  LEGISLATIVE  AUDITORS 

JAMES  H   GILLETT 

FINANCIAL'COMPLIANCE 
ANO  CONTRACTED  AUDITS 

SCOTT  A   SEACAT 
PERFORMANCE/SUNSET  AUDITS 

STAFF  LEGAL  COUNSEL 
JOHN  W  NORTHEY 


The    Legislative   Audit   Committee 
of  the  Montana  State   Legislature: 

We  have  examined  the  Balance  Sheet  of  the  Montana  Highway 
Patrolmen's  Retirement  System  as  of  June  30,  1982  and  the  related 
Statement  of  Revenues,  Expenses,  and  Changes  in  Fund  Balance, 
and  the  Statement  of  Changes  in  Financial  Position  for  the  two 
years  then  ended.  Our  examination  was  made  in  accordance  with 
generally  accepted  auditing  standards  and,  accordingly,  included 
such  tests  of  the  accounting  records  and  such  other  auditing 
procedures  as  we  considered  necessary  in  the  circumstances.  We 
did  not  examine  investments  or  investment  revenues  administered 
by  the  Board  of  Investments  which  constitute  94  percent  of  total 
assets  for  fiscal  year  1981-82  and  43  and  44  percent  of  the  total 
revenue  for  fiscal  years  1980-81  and  1981-82,  respectively.  These 
investments  were  examined  by  other  auditors  whose  report  thereon 
has  been  furnished  to  us,  and  our  opinion  expressed  herein, 
insofar  as  it  relates  to  the  amounts  of  investments  and  investment 
revenues,     is    based    solely     upon    the    report    of    the    other    auditors. 

As  disclosed  in  Note  5  of  the  financial  statements,  the  Public 
Employees'  Retirement  Division  applies  the  deferral  and  amortization 
method  of  accounting   to  gains   and    losses  on   bond   swaps.      Generally 
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accepted  accounting  principles  require  that  bond  swaps  be  reported 
on  the  completed  transaction  method.  The  above  departure  from 
generally  accepted  accounting  principles  has  resulted  in  a  net 
understatement  of  losses  on  the  Statement  of  Revenues,  Expenses, 
and  Changes  in  Fund  Balance  of  $92,243  and  $78,162  for  fiscal 
years  1980-81  and  1981-82,  respectively.  The  asset  account  Deferred 
Gains  and  Losses  and  the  fund  balance  are  overstated  by  $255,628 
on   the  June  30,    1982   Balance  Sheet. 

An  independent  actuary  determined  the  Montana  Highway 
Patrolmen's  Retirement  Fund  is  not  actuarially  sound.  The  actuary 
has  recommended  an  increase  in  contribution  rates  of  3.78  percent 
to  adequately  fund  the  system. 

In  our  opinion,  based  upon  our  examination  and  the  report  of 
other  auditors,  and  except  for  the  effects  of  the  matters  discussed 
in  paragraphs  two  and  three,  the  financial  statements  referred  to 
above  present  fairly  the  financial  position  of  the  Montana  Highway 
Patrolmen's  Retirement  System  at  June  30,  1982,  and  the  results  of 
its  operations  and  the  changes  in  its  financial  position  for  the  two 
years  then  ended,  in  conformity  with  generally  accepted  accounting 
principles  which   have  been  applied  on   a  consistent  basis. 

Respectfully   submitted, 


Jl^m 


James   H.    Gillett,    CPA 
Deputy   Legislative  Auditor 


November  23,    1982 
Approved: 

Robert   R.    Rinc/vtood 
Legislative  AudVtor 
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MONTANA  HIGHWAY  PARTOLMEN'S  RETIREMENT  SYSTEM 
BALANCE  SHEET 
JUNE  30,  1982 


ASSETS 

Cash  in  Treasury  $  45,633 
Investment  in  Securities  at  Cost 

(Market  value  -  $5,060,746)  7,313,350 
Investments  in  Common  Stocks  at  Cost 

(Market  value  -  $627,518)  699,376 

Unamortized  Deferred  Gains  and  Losses  255,628 

Accrued  Investment  Income  Receivable  205,837 

Accrued  Employee  Contributions  Receivable  11,602 

Accrued  Employer  Contributions  Receivable  27,877 

TOTAL  ASSETS  $8,559,303 


LIABILITIES  AND  FUND  BALANCE 

Fund  Balance 

Annuity  Savings  Reserve  $1,923,901 

Annuity  Savings  Interest  Reserve  636,512 

Pension  Accumulation  Reserve  5  ,998,890 

TOTAL  LIABILITIES  AND  FUND  BALANCE  $8,559,303 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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MONTANA  HIGHWAY  PATROLMEN'S  RETIREMENT  SYSTEM 
STATEMENT  OF  REVENUES,  EXPENSES,  AND  CHANGES  IN  FUND  BALANCE 
FISCAL  YEARS  ENDED  JUNE  30,  1982  AND  JUNE  30,  1981 


REVENUE 

Retirement  Contributions: 

Member 

Employer 
Investment  Income 
TOTAL  REVENUE 

EXPENSES 

Benefit  Payments 

Refund  of  Member  Contributions 

Investment  Expenses 

Administrative  Fee 

TOTAL  EXPENSES 

Prior  Year  Adjustments 

OTHER  FINANCING  SOURCES  -  (USES) 
Administrative  Fee  Transfer  In 
Transfer  In 
Transfer  Out 

EXCESS  OF  REVENUES  AND  OTHER  SOURCES 
OVER  (UNDER)  EXPENSES  AND  OTHER  USES 

Fund  Balance  at  Beginning  of  Year 

Fund  Balance  at  End  of  Year 


1982  1981 


$   296,117 

672,554 

757,446 

1,726,117 

$ 
1 

249,298 

579,469 

617,035 

,445,802 

714,465 
7,671 
2,724 
6,141 

592,498 
34,870 
2,195 
-0- 

731,001 

629,563 

782 

3,862 

6,141 
26,519 
-0- 

-0- 
-0- 
(2,022) 

1,028,558 

818,079 

7,530,745 

6 

,712,666 

$8,559,303 

$7 

,530,745 

The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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MONTANA  HIGHWAY  PATROLMEN'S  RETIREMENT  SYSTEM 
STATEMENT  OF  CHANGE'S  IN  FINANCIAL  POSITION 
FISCAL  YEARS  ENDED  JUNE  30,  1982  AND  JUNE  30,  1981 


1982 


1981 


SOURCE  OF  FUNDS 

Excess  of  Revenues  Over  Expenditures 
Items  not  (providing)  Requiring  Funds: 
Increase  in  Contributions  Receivable 
Increase  in  Accrued  Expenses 
Increase  in  Accrued  Investment  Income 
Unamortized  Deferred  Gains  and  Losses 

TOTAL  FUNDS  PROVIDED 


$1,028,558 

28,194 
(767) 
(29,620) 
(78,162) 

$  948,203    $_ 


$818,079 

(67,673) 

(2,450) 

(28,459) 

(92,243) 


627,254 


USE  OF  FUNDS 
Purchase  of  Investments 
TOTAL  FUNDS  USED 


$  942,853    $  663,150 
$   942,853    $  663,150 


INCREASE  (DECREASE)  IN  CASH 
Cash  at  Beginning  of  Year 
Cash  at  End  of  Year 


$    5,350    $   (35,896) 

40,283        76,179 
$   45,633    $   40,283 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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MONTANA    HIGHWAY    PATROLMEN'S    RETIREMENT   SYSTEM 
Notes  to  the   Financial   Statements 
Fiscal   Year   Ended   June  30,    1982 


1.  SUMMARY   OF   SIGNIFICANT   ACCOUNTING    POLICIES 
Basis  of  Accounting 

The    preceding    financial     statements    were    prepared    from    the 

accounting     records    of    the    Public    Employees'     Retirement    Division. 

The    division    utilizes    the    accrual    basis   of   accounting.      This    basis 

records    expenditures    when     incurred    and     revenue    when    earned. 

Investment  in  Securities 

Securities    are    stated    at    cost    for    investments    in    federal    and 
state   government   securities    and    corporate   securities,    increased   by 
the  amount  of  unamortized   premiums   ($2,640)  and   purchased   interest 
($5,826)    and   reduced   by  the  amount  of  unamortized   bond  discounts 
($376,942). 

2.  ACTUARIAL    LIABILITIES 
a)        Funding  Method 

The  method  of  funding  employed  is  commonly  referred  to  as 
the  entry- age  normal  cost  method.  This  method  establishes  a 
normal  cost  of  each  fund,  as  well  as  an  unfunded  accrued  liability. 
The  normal  cost  is  the  level  percentage  of  total  salaries  required 
to  fund  the  benefits,  assuming  this  percentage  has  been  contributed 
since  each  member's  entry  into  the  fund. 

The  unfunded  accrued  liability  represents  the  excess  of  the 
present  value  of  total  liabilities  over  the  present  assets  of  the 
fund  and  the  present  value  of  expected  future  contributions  for 
the  normal   cost. 
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In  order  to  maintain  the  fund  on  an  actuarially  sound  basis, 
the  rate  of  contribution  should  be  such  as  to  meet  the  normal  cost 
in  addition  to  making  progress  towards  the  amortization  of  the 
unfunded    liability. 

The  amount  of  ($10,872,809)  represents  the  unfunded  liability 
as  determined   by   the  systems'    actuary  as  of  June  30,    1982. 

b)       Analysis  of  Valuation 

The  actuarial  valuation  as  of  July  1,  1982  has  determined  that 
the  percentage  of  each  member's  salary  required  to  fund  benefits 
as  they  accrue  in  the  future  is  18.19  percent.  An  additional 
percentage  of  8.66  percent  is  required  to  amortize  the  unfunded 
past  service  liability  over  a  period  of  40  years.  The  total  recom- 
mended contribution   rate  is  26.85  percent. 

The  recommended  rate  of  26.85  percent  represents  an  increase 
of  .71  percent  over  the  1980  rate  of  26.14  percent.  A  large  part 
of  this  increase  was  anticipated  as  a  result  of  benefit  increases  to 
retired  members.  The  state's  contribution  rate  had  been  increased 
.57  percent  to  fund  these  benefits. 

The  number  of  active  members  declined  from  211  in  1980  to 
205  in  1982.  Even  with  the  reduction  in  membership,  the  total 
payroll  increased  18.4  percent  to  $4,107,863.  The  number  of 
retired  members  increased  significantly  from  102  to  124.  The  total 
benefits  paid  increased  47.9  percent  and  the  average  monthly 
benefit  increased    19.8   percent. 

The  regular  contribution  rate  for  funding  the  Highway  Patrol's 
Retirement  System  is  23.07  percent  of  each  active  patrolman's 
salary.      This    rate    is    comprised    of   of    16.57   percent    from  the   state 
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and  S\  percent  from  the  member.  This  amount  is  3.78  percent  less 
than  recommended  and  is  not  sufficient  to  amortize  the  unfunded 
liability  in  future  years. 

It  is  imperative  that  additional  funding  be  provided  to  the 
Highway  Patrol's  Retirement  System.  An  increase  of  3.78  percent 
is   recommended. 

3.  ADMINISTRATIVE    FEE 

The  Highway  Patrolmen's  Retirement  System's  portion  of  the 
Administrative  Fee  is  based  on  the  total  number  of  active  and 
retired  members  of  the  system. 

4.  TRANSFERS 

Transfers  represent  the  contributions  and  interest  of  members 
of  one  system  transferring  to  another  system.  Their  contributions 
to  the  Patrolmen's  Retirement  System  were  either  transferred  in  or 
out  of  the  system  upon   starting  their  new  employment. 

5.  GAINS   AND    LOSSES   ON    BOND   SWAPS 

The  deferral  and  amortization  method  of  accounting  is  used 
for  gains  and  losses  on  bond  swaps.  Under  this  method  gains  and 
losses  are  netted  against  the  investment  account  and  amortized 
over  the  life  of  the  bond  acquired  or  sold,  whichever  is  less.  We 
understand  that  this  practice  is  currently  under  study  by  the 
National   Council  on   Governmental   Accounting. 

6.  SUMMARY   OF    BENEFITS   AND   CONTRIBUTIONS 

Following  is  a  summary  of  the  benefits  and  contributions  of 
the  Montana   Highway   Patrolmen's   Retirement  System. 
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Effective   Date 
Member  Contributions 
State  Contributions 

Retirement   Benefit 


Disability   Benefit 


Death    Benefit 


Termination   Benefit 


July   1,    1945 

61-s  percent  of  salary 

16.57  percent  of  active  highway 
patrolmen's   salaries 

Minimum       service:  20       years 

Minimum  age:  none 
Mandatory  retirement:  age  60 
Normal  form:  Life  annuity  with 
a  death  benefit  equal  to  the 
present  value  of  the  retirement 
allowance  at  the  date  of  retire- 
ment less  all  retirement  benefits 
paid  to  date  (full  cash  refund 
annuity) . 

Benefit:  2  percent       of       the 

average  monthly  salary  during 
the  highest  36  consecutive 

months  of  earnings  for  each  of 
the  first  25  years  of  service, 
plus  1  percent  per  year  of  such 
average  monthly  salary  for  each 
additional  year  of  service  in 
excess  of  25  years. 

Service  disability:  50  percent 
of  the  average  monthly  salary 
during  the  highest  36  consecu- 
tive months  of  earnings. 

Non-service  disability:      Actuarial 
equivalent       of       the       member's 
accrued   retirement  benefit. 

Service  death:  50  percent  of 
the  average  monthly  salary 
during  the  highest  36  consecu- 
tive months  of  earnings  less 
any  amounts  payable  under  the 
Workers'    Compensation   Act. 

Non-service  death:  Actuarial 
equivalent  of  the  member's 
accrued   retirement   benefit. 

If  service  discontinued  prior  to 
completion  of  10  years  of  service, 
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return  of  accumulated  contribu- 
tions without  interest.  If 
service  discontinued  on  or  after 
completion  of  10  years  of  service, 
either  return  of  the  aggregate 
of  accumulated  contributions 
with  interest  or  the  actuarial 
equivalent  of  the  member's 
accrued   retirement  benefit. 
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MONTANA   JUDGES'    RETIREMENT   SYSTEM 


STATE  OF  MONTANA 


ROBERT  R.  RINGWOOD 

LEGISLATIVE  AUDITOR 


^iixtt  uf  tht  ^Lzyi&lntibt  Au&ito 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/449  3122 


DEPUTY  LEGISLATIVE  AUDITORS 

JAMES  H   GILLETT 

FINANCIALfCOMPLIANCE 
AND  CONTRACTED  AUDITS 

SCOTT  A   SEACAT 
PERFORMANCE.SUNSET  AUDITS 

STAFF  LEGAL  COUNSEL 
JOHN  W   NORTHEY 


The   Legislative   Audit   Committee 
of  the  Montana  State   Legislature: 

We  have  examined  the  Balance  Sheet  of  the  Montana  Judges' 
Retirement  System  as  of  June  30,  1982  and  the  related  Statement  of 
Revenues,  Expenses,  and  Changes  in  Fund  Balance,  and  the 
Statement  of  Changes  in  Financial  Position  for  the  two  years  then 
ended.  Our  examination  was  made  in  accordance  with  generally 
accepted  auditing  standards  and,  accordingly,  included  such  tests 
of  the  accounting  records  and  such  other  auditing  procedures  as 
we  considered  necessary  in  the  circumstances.  We  did  not  examine 
investments  or  investment  revenues  administered  by  the  Board  of 
Investments  which  constitute  93  percent  of  total  assets  for  fiscal 
year  1981-82  and  38  and  42  percent  of  the  total  revenue  for  fiscal 
years  1980-81  and  1981-82,  respectively.  These  investments  were 
examined  by  other  auditors  whose  report  thereon  has  been 
furnished  to  us,  and  our  opinion  expressed  herein,  insofar  as  it 
relates  to  the  amounts  of  investments  and  investment  revenues,  is 
based    solely   upon   the   report   of   the  other   auditors. 

As  disclosed  in  Note  4  of  the  financial  statements,  the  Public 
Employees'  Retirement  Division  applies  the  deferral  and  amortization 
method   of  accounting   to   gains   and    losses   on   bond    swaps.      Generally 
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accepted  accounting  principles  require  that  bond  swaps  be  reported 
on  the  completed  transaction  method.  The  above  departure  from 
generally  accepted  accounting  principles  has  resulted  in  a  net 
understatement  of  losses  on  the  Statement  of  Revenues,  Expenses, 
and  Changes  in  Fund  Balance  of  $12,512  and  $18,678  for  fiscal 
years  1980-81  and  1981-82,  respectively.  The  asset  account  Deferred 
Gains  and  Losses  and  the  fund  balance  are  overstated  by  $83,988 
on  the  June  30,    1982   Balance  Sheet. 

An      independent     actuary     determined     the     Montana     Judges' 
Retirement    Fund    is  not  actuarially  sound.      The  actuary   has   recom- 
mended an   increase  in  contribution   rates  of  12  percent  to  adequately 
fund  the  system. 

In  our  opinion,  based  upon  our  examination  and  the  report  of 
other  auditors,  and  except  for  the  effects  of  the  matters  discussed 
in  paragraphs  two  and  three,  the  financial  statements  referred  to 
above  present  fairly  the  financial  position  of  the  Montana  Judges' 
Retirement  System  at  June  30,  1982,  and  the  results  of  its  operations 
and  the  changes  in  its  financial  position  for  the  two  years  then 
ended,  in  conformity  with  generally  accepted  accounting  principles 
which   have  been   applied  on   a  consistent  basis. 


Respectfully  submitted, 


J'ames   H.    Gillett,    CPA 
Deputy   Legislative  Auditor 


November  23,    1982 
Approved: 

0 


i.iU^ 


Robert   R.    RingTvJood 
Legislative  AudWor 
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MONTANA  JUDGES'  RETIREMENT  SYSTEM 
BALANCE  SHEET 
JUNE  30,  1982 


ASSETS 

Cash  in  Treasury  $  29  902 
Investments  in  Mortgages  at  Cost 

(Market  value  -  $64,072)  64,072 
Investments  in  Common  Stocks  at  Cost 

(Market  value  -  $268,194)  348,930 
Investments  in  Securities  at  Cost 

(Market  value  -  $2,359,290)  3,241,876 

Unamortized  Deferred  Gains  and  Losses  83,988 

Accrued  Employee  Contributions  Receivable  3,532 

Accrued  Employer  Contributions  Receivable  3,532 

Accrued  Investment  Income  Receivable  85,329 

Accounts  Receivable  -  Other  47  109 

TOTAL  ASSETS  $3,908,270 


LIABILITIES  AND  FUND  BALANCE 
Fund  Balance 

Annuity  Savings  Reserve  $  653,770 

Annuity  Savings  Interest  Reserve  239,623 

Pension  Accumulation  Reserve  3,014,877 

TOTAL  LIABILITIES  AND  FUND  BALANCE  $3,908,270 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement 
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MONTANA  JUDGES'  RETIREMENT  SYSTEM 
STATEMENT  OF  REVENUES,  EXPENSES,  AND  CHANGES  IN  FUND  BALANCE 
FISCAL  YEARS  ENDED  JUNE  30,  1982  AND  JUNE  30,  1981 


1982 


1981 


REVENUE 

Retirement  Contributions: 

Member 

Employer 

Court  Fees 
Investment  Income 
TOTAL  REVENUE 

EXPENSES 
Benefit  Payments 
Administrative  Fee 
Investment  Expense 
TOTAL  EXPENSES 

Prior  Year  Adjustments 

OTHER  FINANCING  SOURCES  -  (USES) 
Administrative  Fee  -  Transfer  In 
Transfer  Out 

EXCESS  OF  REVENUES  AND  OTHER  SOURCES 
OVER  (UNDER)  EXPENSES  AND  OTHER  USES 

Fund  Balance  at  Beginning  of  Year 

Fund  Balance  at  End  of  Year 


$   91,783 

$ 

81,568 

91,783 

80,969 

305,844 

279,188 

351,620 

261,433 

841,030 

703,158 

233,736 

219,596 

2,477 

2,000 

1,200 

908 

237,413 

222,504 

-0- 

700 

2,477 

-0- 

(600) 

-0- 

605,494 

481,354 

3,302,776 

2 

,821,422 

$3,908,270 

$3 

,302,776 

The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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MONTANA  JUDGES'  RETIREMENT  SYSTEM 
STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FISCAL  YEARS  ENDED  JUNE  30,  1982  AND  JUNE  30,  1981 


1982  1981 


SOURCE  OF  FUNDS 


Excess  of  Revenues  Over  Expenditures  $605,494  $481,354 

Items  not  (Providing)  Requiring  Funds: 

Increase  (Decrease)  in  Accrued  Income  (54,617)  (32,755) 

Unamortized  Deferred  Gains  and  Losses  (18,678)  (12,512) 

TOTAL  FUNDS  PROVIDED  $532,199  $436,087 

USE  OF  FUNDS 

Purchase  of  Investments  $560,085  $413,818 

TOTAL  FUNDS  USED  $560,085  $413,818 

INCREASE  (DECREASE)  IN  CASH  $(27,886)  $  22,269 

Cash  at  Beginning  of  Year  57,788  35,519 

Cash  at  End  of  Year  $  29,902  $  57,788 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement 
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MONTANA   JUDGES'    RETIREMENT   SYSTEM 
Notes  to  the   Financial   Statements 
Fiscal   Year   Ended  June  30,    1982 

1.  SUMMARY   OF   SIGNIFICANT   ACCOUNTING   POLICIES 
Basis  of  Accounting 

The    preceding    financial     statements    were    prepared    from    the 

accounting     records    of    the    Public    Employees'    Retirement    Division. 

The    division    utilizes    the    accrual    basis   of   accounting.      This    basis 

records    expenditures    when     incurred    and     revenue    when    earned. 

Investment  in  Securities 

Securities  are  stated  at  cost  for  investments  in  federal  and 
state  government  securities  and  corporate  securities,  increased  by 
the  amount  of  unamortized  premiums  ($816)  and  purchased  interest 
($554)  and  reduced  by  the  amount  of  unamortized  bond  discounts 
($142,090). 

2.  ACTUARIAL    LIABILITY 
a)        Funding  Method 

The  method  of  funding  employed  is  commonly  referred  to  as 
the  entry-  age  normal  cost  method.  This  method  establishes  a 
normal  cost  of  each  fund,  as  well  as  an  unfunded  accrued  liability. 
The  normal  cost  is  the  level  percentage  of  total  salaries  required 
to  fund  the  benefits,  assuming  this  percentage  has  been  contributed 
since  each  member's  entry  into  the  fund. 

The  unfunded  accrued  liability  represents  the  excess  of  the 
present  value  of  total  liabilities  over  the  present  assets  of  the 
fund  and  the  present  value  of  expected  future  contributions  for 
the  normal   cost. 
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In  order  to  maintain  the  fund  on  an  actuarially  sound  basis, 
the  rate  of  contribution  should  be  such  as  to  meet  the  normal  cost 
in  addition  to  making  progress  towards  the  amortization  of  the 
unfunded   liability. 

The  amount  of  ($5,561,446)  represents  the  unfunded  liability 
as  determined   by  the   system's  actuary  as  of  June  30,    1982. 

b)       Analysis  of  Valuation 

As  a  result  of  the  valuation  conducted  as  of  July  1,  1982,  we 
have  determined  that  a  contribution  rate  of  33.40  percent  of  salary 
is  required  to  fund  benefits  as  they  accrue  in  the  future.  An 
additional  11.94  percent  is  required  to  amortize  the  current  unfunded 
liability  over  a  40  year  period.  The  total  recommended  contribution 
rate    for    the    Judges'    Retirement    System   is   45.34  percent  of  salary. 

The  recommended  rate  has  increased  from  44.97  percent  in 
1980  to  45.34  percent  in  1982.  This  increase  is  attributable  to  the 
increase  in  salaries  and  monthly  benefits.  The  payroll  increased 
29.2  percent  with  average  salaries  increasing  from  $35,766  in  1980 
to  $42,365  in  1982.  The  annual  benefits  paid  increased  17.9  percent 
with  average  annual  benefits  increasing  from  $15,257  in  1980  to 
$16,695  in   1982. 

The  regular  contribution  rate  for  funding  the  Judges'  Retire- 
ment System  is  32  percent  of  each  judge's  salary.  This  rate  is 
comprised  of  6  percent  from  the  state,  20  percent  from  district 
court  fees,  and  6  percent  from  each  member.  In  addition,  one- 
fourth  of  the  fees  collected  by  the  supreme  court  are  contributed 
to  the  system.  This  amount  represents  approximately  1  percent  of 
salary  which  allows  a  total  rate  of  approximately  33  percent  of  each 
member's   salary. 
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The   current   contribution    rate   is    barely   adequate   to   meet   the 
cost    of    the    benefits    as    they    accrue    in    the    future    and    allows    no 
funding  towards  the  past  service  liability.      It  is  therefore  imperative 
that    the    contribution    rate    be    increased    substantially.       The    total 
increase  recommended   is  approximately  12  percent. 

3.  ADMINISTRATIVE    FEE 

The  Judges'  Retirement  System's  portion  of  the  Administrative 
Fee  is  based  on  the  total  number  of  active  and  retired  members  of 
the  system. 

4.  GAINS  AND  LOSSES  ON  BOND  SWAPS 

The  deferral  and  amortization  method  of  accounting  is  used 
for  gains  and  losses  on  bond  swaps.  Under  this  method  gains  and 
losses  are  netted  against  the  investment  account  and  amortized 
over  the  life  of  the  bond  acquired  or  sold,  whichever  is  less.  We 
understand  that  this  practice  is  currently  under  study  by  the 
National   Council  on   Governmental   Accounting. 

5.  SUMMARY   OF    BENEFITS   AND   CONTRIBUTIONS 

The  following   is  a  summary  of  the  benefits  and  contributions  of 
the  Montana  Judges'    Retirement  System. 


Effective   Date 
Member  Contribution 
State  Contribution 


July  1,    1967 

6  percent  of  salary 

6  percent  of  active  judges' 
salaries,  plus  20  percent  of 
salaries-payable  from  district 
court  fees  in  addition  to  one- 
fourth    of    supreme    court    fees. 
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Retirement   Benefit 


Disability   Benefit 


Minimum   service:      5   years 
Minimum  age:      65 
Mandatory    retirement:       age    70 
Normal       form:  Life      annuity 

with  a  death  benefit  equal  to 
the  present  value  of  the  retire- 
ment allowance  at  the  date  of 
retirement  less  all  retirement 
benefits  paid  to  date  (full  cash 
refund   annuity). 

Benefit:  3  1/3  percent  of  the 
current  monthly  salary  for  the 
office  retired  from  for  each  of 
the  first  15  years  of  credited 
service,  plus  1  percent  per 
year  of  such  monthly  salary 
for  each  year  of  service  in 
excess  of  15  years. 

Service  disability:  Larger  of 
50  percent  of  monthly  salary 
or  accrued   benefit. 


Non-service  disability:  Actu- 
arial equivalent  of  the  member's 
accrued  retirement  benefit,  or 
accrued  retirement  benefit  if 
over  age  60. 


Death    Benefit 


Service 
accrued 


death: 
retirement 


Member's 
benefits. 


Non-service  death:  Actuarial 
equivalent  of  the  benefit  which 
would  have  been  payable  had 
the  member  terminated  for 
reasons       other       than       death. 


Termination    Benefit 


If  service  discontinued  prior  to 
completion  of  5  years  of  service, 
return  of  accumulated  contribu- 
tions without  interest.  If 
service  discontinued  after 
5  years  but  less  than  12  years 
of  service,  either  return  of 
the  aggregate  of  accumulated 
contributions  with  interest  or 
the  actuarial  equivalent  of  the 
member's  accrued  benefit. 
After  12  or  more  years,  either 
return  of  the  aggregate  of 
accumulated  contributions  plus 
interest  or  the  accrued  retire- 
ment benefit. 
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FIREFIGHTERS'    UNIFIED    RETIREMENT   SYSTEM 


till 


ROBERT  R.  RINGWOOD 

LEGISLATIVE  AUDITOR 


STATE  OF  MONTANA 


®ff:rr  af  tixt  Qtyi&latibc  Auditor 


STATE  CAPITOL 

HELENA.  MONTANA  59620 

406/449  3122 


DEPUTY  LEGISLATIVE  AUDITORS: 
JAMES  H   GILLETT 
FINANCIAL/COMPLIANCE  AUDITS 

SCOTT  A   SEACAT 
PERFORMANCE  AUDITS 

STAFF  LEGAL  COUNSEL 
JOHN  W  NORTHEY 


The   Legislative  Audit  Committee 
of  the  Montana    Legislative  Auditor: 

We  have  examined  the  Balance  Sheet  of  the  Firefighters' 
Unified  Retirement  System  as  of  June  30,  1982,  and  the  related 
Statement  of  Revenues,  Expenses,  and  Changes  in  Fund  Balance, 
and  the  Statement  of  Changes  in  Financial  Position  for  the  year 
then  ended.  Our  examination  was  made  in  accordance  with 
generally  accepted  auditing  standards  and,  accordingly,  included 
such  tests  of  the  accounting  records  and  such  other  auditing 
procedures  as  we  considered  necessary  in  the  circumstances.  We 
did  not  examine  investments  or  investment  revenues  administered 
by  the  Board  of  Investments  which  constitute  78  percent  of  total 
assets  for  fiscal  year  1981-82  and  17  percent  of  the  total  revenue 
for  fiscal  year  1981-82.  These  investments  were  examined  by 
other  auditors  whose  report  thereon  has  been  furnished  to  us,  and 
our  opinion  expressed  herein,  insofar  as  it  relates  to  the  amounts 
of  investments  and  investment  revenues,  is  based  solely  upon  the 
report  of  the  other  auditors. 

In  our  opinion,  based  upon  our  examination  and  the  report  of 
other    auditors,    the    financial    statements    referred    to    above    present 
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fairly  the  financial  position  of  the  Firefighters'  Unified  Retirement 
System  at  June  30,  1982,  and  the  results  of  its  operations  and  the 
changes  in  its  financial  position  for  the  year  then  ended,  in  con- 
formity with   generally  accepted  accounting   principles. 


Respectfully  submitted, 


Jatnes   H.    Gillett,    CPA 
Deputy    Legislative  Auditor 


November  23,    1982 
Approved: 

0         o 

Robert   R.    Ringwood 
Legislative  Auditor 
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MONTANA  FIREFIGHTERS 'UNIFIED  RETIREMENT  SYSTEM 
BALANCE  SHEET 
JUNE  30,  1982 


ASSETS 

Cash  in  Treasury  $     71,544 

Investment  in  Securities  at  Cost 

(Market  value  -  $7,708,537)  7,738,722 

Other  Investments  at  Cost 

(Market  value  -  $412,723)  412,723 

Accounts  Receivable  -  Other  120 

Accrued  Investment  Income  Receivable  82,545 

Accrued  Employee  Contributions 

Receivable  34,165 

Accrued  Employer  Contributions 

Receivable  2,066,457 

TOTAL  ASSETS  $10,406,326 


LIABILITIES  AND  FUND  BALANCE 

Fund  Balance 

Annuity  Savings  Reserve  $  3,039,126 

Annuity  Savings  Interest  Reserve  161,218 

Pension  Accumulation  Reserve  7 ,205,982 

TOTAL  LIABILITIES  AND  FUND  BALANCE  $10,406,326 


The  acompanying  notes  are  an  integral  part  of  this  financial  statement 
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MONTANA  FIREFIGHTERS  UNIFIED  RETIREMENT  SYSTEM 

STATEMENT  OF  REVENUES,  EXPENSES,  AND  CHANGES  IN  FUNTTbALANCE 

FISCAL  YEAR  ENDED  JUNE  30,  1982 


REVENUE 

Retirement  Contributions: 

Member  $   446,475 

Employer  884,454 

State  3,375,358 

Investment  Income  967  313 

TOTAL  REVENUE  5,673^600 

EXPENSES 

Benefit  Payments  2,545,689 

Refund  of  Member  Contributions  23,115 

Investment  Expenses  753 

Administrative  Fee  15  578 

TOTAL  EXPENSES  2,585Jl35 

Prior  Year  Adjustments  (net)  (4,497) 

OTHER  FINANCING  SOURCES  -  (USES) 

Administrative  Fee  Transfer  In  15,578 

EXCESS  OF  REVENUES  AND  OTHER  SOURCES 

OVER  (UNDER)  EXPENSES  AND  OTHER  USES  3,099,546 

Fund  Balance  at  Beginning  of  Year  7,306,780 

Fund  Balance  at  End  of  Year  $10,406,326 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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MONTANA  FIREFIGHTERS'  UNIFIED  RETIREMENT  SYSTEM 

STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 

FISCAL  YEAR  ENDED  JUNE  30,  1982 


SOURCE  OF  FUNDS 

Excess  of  Revenues  Over  Expenditures 
Items  not  (providing)  Requiring  Funds: 
Increase  in  Contributions  Receivable 
Increase  in  Accrued  Investment  Income 

TOTAL  FUNDS  PROVIDED 


$3,099,546 

(2,063,013) 
(82,545) 

$  953,988 


USE  OF  FUNDS 
Purchase  of  Investments 
TOTAL  FUNDS  USED 

INCREASE  (DECREASE)  IN  CASH 
Cash  at  Beginning  of  Year 
Cash  at  End  of  Year 


$1,345,680 
$1,345,680 

$  (391,692) 

463,236 
$   71,544 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement 
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MONTANA    FIREFIGHTERS'    UNIFIED    RETIREMENT   SYSTEM 
Notes  to  the   Financial   Statements 
Fiscal   Year   Ended   June  30,    1982 


1.  SUMMARY   OF   SIGNIFICANT   ACCOUNTING    POLICIES 
Basis  of  Accounting 

The    preceding     financial     statements     were     prepared    from    the 

accounting     records    of    the    Public    Employees'    Retirement    Division. 

The    division    utilizes    the    accrual    basis   of   accounting.      This    basis 

records    expenditures    when     incurred    and     revenue    when    earned. 

Investment  in  Securities 

Securities  are  stated  at  cost  for  investments  in  federal  and 
state  government  securities  and  corporate  securities  increased  by 
the  amount  of  accrued  interest  purchased  ($11,191)  and  reduced 
by  the  amount  of  unamortized   bond  discounts   ($19,955). 

2.  ACTUARIAL    LIABILITY 
a)        Funding  Method 

The  method  of  funding  employed  is  commonly  referred  to  as 
the  entry  -age  normal  cost  method.  This  method  establishes  a 
normal  cost  of  each  fund,  as  well  as  an  unfunded  accrued  liability. 
The  normal  cost  is  the  level  percentage  of  total  salaries  required 
to  fund  the  benefits,  assuming  this  percentage  has  been  contributed 
since  each   member's  entry   into  the  fund. 

The  unfunded  accrued  liability  represents  the  excess  of  the 
present  value  of  total  liabilities  over  the  present  assets  of  the 
fund  and  the  present  value  of  expected  future  contributions  for 
the  normal   cost. 
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In  order  to  maintain  the  fund  on  an  actuarially  sound  basis, 
the  rate  of  contribution  should  be  such  as  to  meet  the  normal  cost 
in  addition  to  making  progress  towards  the  amortization  of  the 
unfunded   liability. 

b)       Analysis  of  Valuation 

The  actuarial  valuation  as  of  July  1,  1982  has  determined  that 
a  contribution  rate  of  25.80  percent  is  required  to  fund  the  benefits 
as  they  accrue  in  the  future.  An  additional  contribution  rate  of 
17.87  percent  is  required  to  amortize  the  unfunded  liability  over  a 
40-year  period.  Therefore,  the  total  recommended  contribution 
rate   is   43.67   percent. 

The   recommended    rate  of  43.67   percent   represents  a    .75  percent 
increase     over     the    1979    rate    of    42.92  percent.       The    number    of 
retired    and    inactive    members    increased    13.6  percent,    from    286    in 
1979     to     317     in     1982.        However,     benefits     increased     40  percent. 
This   increase  was   largely   the   result  of  the  automatic   benefit  adjust- 
ments  provided   by  the  system. 

The     number    of    active    members     increased     from    427    to    454. 
Most  significantly,    the  payroll    increased   21    percent,    with   an   average 
salary  of  $16,983   in    1982  compared   with   $14,643   in   1979. 

The  benefit  provisions  applicable  to  members  employed  after 
July  1,  1981,  result  in  lower  benefit  accruals  for  firefighters 
retiring  with  less  than  30  years  of  service,  and  provide  for  no 
automatic  post-retirement  increases  to  those  not  receiving  disability 
or  death  benefits.  However,  savings  resulting  from  these  provisions 
will  not  be  fully  recognized  until  those  employed  prior  to  July  1, 
1981,    are  no   longer  a   substantial   part  of  the  membership. 
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The     regular     contribution     rate     is     36.0  percent.        Effective 
July   1,    1983,    this   rate  will    increase   to  42.0   percent.      The  contribu- 
tion   rate    is    comprised  of  city  and   state  contributions  of  15  percent 
of     salary,     increasing     to     18  percent    effective    July   1,     1983,     and 
member  contributions  of  6.0  percent. 

Recognizing  the  decrease  in  benefits  for  new  members,  no 
rate  increase  above  that  alreadv  scheduled  for  July  1,  1983,  is 
recommended . 

3.  OTHER    INVESTMENTS 

Other  investments  are  being  controlled  by  the  cities  which  are 
member  employers  of  the  retirement  system.  These  investments 
are  not  under  the  control   of  the   Board  of   Investments. 

4.  STATE   CONTRIBUTIONS 

For  the  fiscal  year  ended  June  30,  1982,  the  dollar  amount 
for  the  state's  contribution  to  the  Firefighters'  Unified  Retirement 
Fund  was  calculated  as  12  percent  of  the  annual  compensation  paid 
to  all  active  members  during  the  preceding  year,  as  stated  in 
section  19-13-604,  MCA.  The  last  six  months  portion  of  fiscal  year 
1982  state's  contribution  is  normally  received  in  August  of  fiscal 
year  1983-84. 

5.  ADMINISTRATIVE    FEE 

The  Firefighters'  Unified  Retirement  System's  portion  of  the 
Administrative  Fee  is  based  on  the  total  number  of  active  and 
retired  members  of  the  system. 

6.  SUMMARY   OF    BENEFITS   AND   CONTRIBUTIONS 

The  following  is  a  summary  of  the  benefits  and  contributions 
of  the  Montana    Firefighters'    Unified    Retirement. 
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Member  Contributions 
City   Contributions 


State   Contributions 


Retirement   Benefits 


6  percent   of   base  compensation. 

15  percent  of  total  annual  com- 
pensation. This  contribution 
rate  will  increase  to  18  percent, 
effective  July   1 ,    1983. 

15  percent  of  the  total  annual 
compensation  of  all  firemen  out 
of  the  premium  taxes  on  insur- 
ance risks.  This  contribution 
rate  will  increase  to  18  percent, 
effective  July   1,    1983. 

Minimum  age:      50 

Minimum   service:      10  years 

Mandatory   retirement:      age  65 

Normal  form:      Life         annuity 

payable  to  the  member  and, 
upon  the  member's  death, 
continuing  to  the  surviving 
spouse  until  remarriage.  In  the 
event  there  is  not  surviving 
spouse,  or  the  spouse  subse- 
quently dies  or  remarries, 
payments  continue  to  dependent 
children,    if  any. 

Benefit:  A  member  who  was 
hired  prior  to  July  1,  1981,  and 
who  retires  after  attaining  age 
50  and  completing  20  years  of 
service,  will  receive  a  benefit 
equal  to  50  percent  of  the 
monthly  salary  last  received  by 
the  member,  plus  an  additional 
1  percent  for  each  year  of 
service  in  excess  of  20  years, 
up   to   a   maximum  of  60  percent. 

A  member  who  was  hired  on  or 
after  July  1,  1981,  or  who  was 
hired  piror  to  July  1,  1981,  but 
retires  prior  to  completing 
20  years  of  service,  will  receive 
a  benefit  equal  to  2  percent  of 
average  salary  for  each  year  of 
service  up  to  a  maximum  of 
60  percent.  Average  salary  is 
final  month's  salary  for  those 
hired  prior  to  July  1,  1981,  and 
salary  averaged  over  the  last 
36  months  of  membership  for 
those  hired  on  or  after  July  1, 
1981. 
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Disability   Benefit 


A  member  hired  on  or  after 
July  1,  1981,  who  retires  at  the 
mandatory  retirement  age  will 
receive  a  minimum  benefit  of 
50  percent  of  average  monthly 
salary. 

Larger  of  50  percent  of  average 
monthly  salary  or  the  member's 
accrued   benefit. 


Death    Benefit 


Member's 
benefit. 


accrued        retirement 


Benefit  Adjustments 


In  the  event  the  benefits 
provided  above  to  a  member 
hired  prior  to  July  1,  1981,  or 
such  member's  beneficiary, 
become  less  than  one-half  (\)  of 
the  regular  monthly  salary  paid 
to  a  newly  confirmed  active 
fireman  in  the  city  in  which  the 
member  was  employed,  the 
monthly  payments  shall  be 
increased  to  one-half  (%)  of 
such  regular  monthly  salary 
paid  to  a  confirmed  active 
fireman. 


In  the  event  the  monthly  disabil- 
ity benefit,  or  death  benefit 
provided  in  the  event  of  death 
prior  to  retirement,  provided  to 
a  member  hired  on  or  after 
July  1,  1981,  or  such  member's 
beneficiary,  becomes  less  than 
one-half  (\)  of  such  regular 
monthly  salary  paid  to  a  con- 
firmed active  fireman,  the 
monthly  payment  shall  be 
increased  to  one-half  (\)  of 
such   salary. 

The  cost  of  this  adjustment  for 
members  retired  prior  to  July  1, 
1973  shall  be  paid  by  the  State 
Auditor. 


Termination   Benefit 


Refund    of   member   contributions 
without  interest. 
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SOCIAL   SECURITY   AGENCY    FUND 


\  III 


ROBERT  R.  RINGWOOD 

LEGISLATIVE  AUDITOR 


STATE  OF  MONTANA 


©ffirt?  af  tht  JCsojislatibc  AmMiur 


STATE  CAPITOL 

HELENA.  MONTANA  59620 

406/449  3122 


DEPUTY  LEGISLATIVE  AUDITORS: 
JAMES  H   GILLETT 
FINANCIAL/COMPLIANCE  AUDITS 

SCOTT  A.  SEACAT 
PERFORMANCE  AUDITS 

STAFF  LEGAL  COUNSEL 
JOHN  W  NORTHEY 


The   Legislative  Audit   Committee 
of  the  Montana   Legislative  Auditor: 

We  have  examined  the  Balance  Sheet  of  the  Social  Security 
Agency  Fund  as  of  June  30,  1982,  and  the  related  Statement  of 
Changes  in  Assets  and  Liabilities  for  the  two  years  then  ended. 
Our  examination  was  made  in  accordance  with  generally  accepted 
auditing  standards  and,  accordingly,  included  such  tests  of  the 
accounting  records  and  such  other  auditing  procedures  as  we 
considered  necessary  in  the  circumstances.  We  did  not  examine 
investments  administered  by  the  Board  of  Investments  which  reflect 
62  and  36  percent  of  the  total  assets  for  fiscal  years  1980-81  and 
1981-82,  respectively.  These  investments  were  examined  by  other 
auditors  whose  report  thereon  has  been  furnished  to  us,  and  our 
opinion  expressed  herein,  insofar  as  it  relates  to  the  amounts  of 
investments,    is   based   solely   upon    the   report  of  the  other  auditors. 

In  our  opinion,  based  upon  our  examination  and  the  report  of 
other    auditors,    the    financial    statements    referred    to    above    present 
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fairly  the  financial  position  of  the  Social  Security  Agency  Fund  at 
June  30,  1982,  and  the  changes  in  assets  and  liabilities  for  the  two 
years  ended  June  30,  1982,  in  conformity  with  generally  accepted 
accounting  principles,  which  have  been  applied  on  a  consistent 
basis. 


Respectfully   submitted, 


jfJO&t 


James   H.    Gillett,    CPA 
Deputy   Legislative  Auditor 


November  23,    1982 


Approved: 

Rot 

Legislative  Auditor 


Rdbert   R.    Rinfiiwood 
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SOCIAL  SECURITY  AGENCY  FUND 
BALANCE  SHEET 
JUNE  30,  1982 


ASSETS 

Cash  in  Treasury  $4,057,278 

Accounts  Receivable  706,971 

Investments  -  at  Cost  (Note  1)                         2,647,995 

Total  Assets  $7,412,244 


LIABILITIES 

Accounts  Payable  $    80,774 

Due  to  Federal  Government  5,106,954 

Due  to  PERS  2,224,516 

Total  Liabilities  $7,412,244 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement 
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Balance  July  1,  1980 

Additions 
Contribution 
Investments  Redeemed 
Increase  Accounts  Receivable 
Net  Decrease  Investments 
Total  Additions 

Investment  Income 

Deductions 
Remittance  to  Federal  Gov't 
Investments  Purchased 
Investments  Expense 
Total  Deductions 

Balance  June  30,  1981 


SOCIAL  SECURITY  AGENCY  FUND 
STATEMENT  OF  CHANGES  IN  ASSETS  AND  LIABILITIES 
FISCAL  YEARS  ENDED  JUNE  30,  1981  AND  1982 

ASSETS 


Cash 


$   1,449,124 


76,012,509 
674,867,347 


1,100,997 


88,124,253 

663,402,764 

1,909 


$   1,901,051 


Accounts 
Receivable 

$   2,190 


436,754 


$438,944 


Investments 


$15,312,370 


Accounts 
Payable 


11,464,479 


$  3,847,891 


$  -0- 


LIABILITIES 

Due  Federal 
Government 

$15,320,279 


739,852,131 


751,528,926 
$  3,643,484 


Due  PERS 


$1,443,405 


1,100,997 


$2,544,402 


Additions 
Contribution 
Investments  Redeemed 
Increase  Accounts  Receivable 
Net  Decrease  Investments 
Total  Additions 

Investment  Income 
Transfer  from  02122 

Deductions 
Remittance  to  Federal  Gov't 
Investments  Purchased 
Investment  Expense 
Total 

Prior  Year  Adjustment 
Transfer  to  02122 
Increase  Accounts  Payable 
Total 

Balance  June  30,  1982 


$  86,695,678 
556,689,578 


998,134 
84,324 


85,498,412 

555,489,578 

1,227 


722,270 
600,000 


$   4,057,278 


$267,327 


700 


$706,971 


1,199,896 


$  2,647,995 


80,774 


$80,774 


642,452,687 


640,989,217 


$  5,106,954 


1,083,158 


1,241,496 
$2,224,516 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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SOCIAL   SECURITY   AGENCY    FUND 
Notes  to  the   Financial   Statements 
Fiscal   Years   Ended  June  30,    1981   and   1982 

1  .      SUMMARY   OF   SIGNIFICANT   ACCOUNTING   POLICIES 
Basis  of  Accounting 

The     preceding     financial     statements     were     prepared     by     the 
Social   Security   Program.      The  program   utilizes  the  modified   accrual 
basis    of  accounting.      This  basis   records  expenditures  when   a  valid 
obligation   exists  and   revenue  when    received. 
Investment   in   Securities 

Securities  at  June  30,    1982  are  included   at  a  cost  of  $2,647,995 
(market  value   -   $2,355,773)   for   investments   in  federal   and   corporate 
securities   decreased    by   the   amount   of   unamortized    bond   discounts 
($2,005). 

2.  DUE   TO    FEDERAL   GOVERNMENT 

The  Social  Security  Program  collects  payments  by  public 
employees  and  employers.  These  Social  Security  contribution 
receipts  are  payable  to  the  federal  government  30  days  after  the 
end  of  each  month . 

3.  ADMINISTRATION    EXPENSES 

The  administrative  expenses  of  the  Retirement  Division  were 
funded  through  interest  earnings  on  the  social  security  contribu- 
tions. Administrative  Fees  were  allocated  to  all  funds  administered 
by  the  Division  as   recommended   by  the   Legislative  Auditor's  Office. 


94 


VOLUNTEER    FIREFIGHTERS'    COMPENSATION    FUND 


STATE  OF  MONTANA 


Qfiixt  xti  tit?  ^Cwjislaiite  Auiute 


STATE  CAPITOL 

HELENA.  MONTANA  59620 

406/449  3122 


ROBERT  R   RINGWOOD 

LEGISLATIVE  AUDITOR 


DEPUTY  LEGISLATIVE  AUDITORS 
JAMES  H.  GILLETT 

FINANCIAL/COMPLIANCE  AUDITS 

SCOTT  A.  SEACAT 

PERFORMANCE  AUDITS 

STAFF  LEGAL  COUNSEL 
JOHN  W  NORTHEY 


The   Legislative  Audit   Committee 
of  the  Montana    Legislative  Auditor: 

We  have  examined  the  Schedule  of  Benefit  Payments  of  the 
Volunteer  Firefighters'  Compensation  Fund,  for  the  two  fiscal  years 
ended  June  30,  1982.  Our  examination  was  made  in  accordance 
with  generally  accepted  auditing  standards  and,  accordingly, 
included  such  tests  of  the  accounting  records  and  such  other  audit- 
ing   procedures    as    we    considered    necessary    in    the   circumstances. 

Monthly  benefit  payments  are  made  to  qualified  volunteer  fire- 
fighters. The  benefit  payments  are  based  upon  the  amount  of 
insurance  premium  taxes  collected  in  the  preceding  year.  Payments 
are  recorded  by  the  PERD  on  the  cash  basis,  that  is,  when  the 
payment  is  made  to   the  volunteer  firefighter. 

In  our  opinion,  the  Schedule  of  Benefit  Payments  referred  to 
above  presents  fairly  the  benefit  payments  on  the  basis  described 
above  of  the  Volunteer  Firefighters'  Compensation  Fund  for  the  two 
years  ended   June  30,    1982  on   a   consistent   basis. 

Respectfully   submitted, 


November  23,    1982 
Approved : 

Robert   R.    Ringwood 
Legislative  Auditor 


James   H.    Gillett,    CPA 
Deputy    Legislative   Auditor 
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VOLUNTEER  FIREFIGHTERS'  COMPENSATION  FUND 

SCHEDULE  OF  BENEFIT  PAYMENTS 
FISCAL  YEARS  ENDED  JUNE  30,  1982  AND  1981 


Year  Ended  June  30,  1981 

Benefit  Payments  $236  275 

Total  $236^275 


Year  Ended  June  30,  1982 

Benefit  Payments  $273  627 

Total  $273^627 
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AGENCY    RESPONSE 


1406)449  2032 


DEPARTMENT  OF  ADMINISTRATION 

DIRECTORS  OFFICE 


TEDSCHWINDEN  GOVERNOR 


MITCHELL  BUILDING 


STATE  OF  MONTANA 


HELENA  MONTANA  59620 


1983  RCT^IVFQ 


Mr.  Robert  R.  Ringwood  MONTANA  LEGISLATIVE  AUDITOR 

Legislative  Auditor 
Capitol  Building 
Helena,  MT   59620 

Dear  Mr.  Ringwood: 

Enclosed  is  my  written  response  to  the  recommendations  contained  in 
the  Audit  Report  for  the  Public  Employees'  Retirement  Division  for 
the  period  ended  June  30,  1982. 

The  retirement  board,  division  administrator,  and  I  have  continually 
reviewed  the  recommendations  of  the  previous  audit  reports  and  feel 
that  implementation  of  the  new  computer  system  for  the  retiree  area 
will  permit  the  PERD  to  comply  with  these  recommendations.  The  new 
system  was  implemented  effective  January  1,  1983,  and  we  are  current- 
ly in  the  final  stages  of  replacing  the  old  system. 


Thank  you  for  the  opportunity  to  respond  to  this  report.  If  you  wish 
to  discuss  any  information  presented,   please  contact  me  at 
convenience . 


your 


Sincerely , 


U  4 


£yvu^t^ 


MORRIS  L.  BRUSFTT 
Director 

cc   Larry  Nachtsheim 
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AN  FOUAl  OPPORTUNITY  f  MPtO»£» 


Department  of  Administration 
Public  Employees '  Retirement  Division 

RECOMMENDATION  #1 

We  recommend  the  division: 

A.  Modify  retirement  benefit  formulas  in  accordance  with  state  law 
and  only  after  obtaining  approval  from  the  retirement  board  for 
all  benefit  adjustments. 

B.  Retroactively  adjust  retirement  benefits  for  those  retirees 
whose  service  credit  was  arbitrarily  adjusted. 

RESPONSE 

On  June  26,  1981,  at  the  regular  monthly  Board  meeting,  the  problem 
of  windfall  benefits  arising  from  tbe  increase  in  retirement 
benefits  granted  on  July  1,  1981  by  the  47th  Legislative  Session  was 
discussed.  Authority  was  granted  the  administrator  and  consulting 
actuary  to  establish  salary  and  part-time  service  credits  to 
minimize  windfall  benefits.  The  authority  for  such  action  is  granted 
to  the  Board  under  19-3-304,  MCA. 

Although  this  matter  was  discussed  at  future  Board  meetings,  no 
formal  Board  action  was  reflected  in  the  minutes. 

A.  This  matter  will  be  called  to  the  attention  of  the  Board  at  a 
future  meeting  and  the  minutes  will  reflect  the  Board's  action 
under  19-3-304,  MCA. 

B.  Any  retroactive  adjustments  will  be  subject  to  determination  of 
the  Board . 

RESPONSE  TO  DISCUSSION  OF  COMPUTER  SYSTEMS  DEVELOPMENT  PROJECT 

The  Department  of  Administration  has  reviewed  the  problems  associat- 
ed with  the  operations  of  the  Information  Service  Division  and  has 
reorganized  the  consolidated  ISD  with  the  Computer  Services  Division 
with  the  goal  of  providing  more  efficient  service. 

RECOMMENDATION  #2 

We  recommend  the  division: 

A.  Compare  the  benefits  payroll  on  a  periodic  basis  to  the  most 
recent  files  of  deaths  reported  to  the  Department  of  Health  and 
Environmental  Sciences. 

B.  Confirm  the  existence  of  benefit  recipients  who  retired  prior  to 
July  1,  1979. 
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Department  of  Administration 

PERD 

Page  2 

RESPONSE 

The  new  computer  program  for  the  retiree  file  is  in  the  final  stages 
of  implementation  as  stated  in  previous  audit  responses,  we  concur 
in  the  recommendation. 

A.  All  death  records  of  the  Department  of  Health  and  Environmental 
Sciences  for  the  state  of  Montana  will  shortly  be  compared  to 
the  PERD  retiree  files. 

B.  Written  confirmations  are  currently  being  mailed  to  a  portion  of 
the  retired  file  each  month  requiring  a  positive  response  from 
the  retiree.  The  entire  file  will  be  canvassed  in  approximately 
two  years.  After  completion  of  the  first  total  canvassing,  the 
project  will  be  reviewed  as  to  cost  of  effectiveness. 

RECOMMENDATION  #3 

We  recommend  the  division  implement  procedures  to  verify  that  income 
reported  by  disabled  members  is  correct  and  that  their  benefit 
payments  are  within  the  limit  allowed  by  law. 

RESPONSE 

When  the  implementation  of  the  new  sytem  is  finalized,  the  PERD  will 
develop  a  comparison  program  to  use  the  quarterly  payroll  reports  of 
the  Unemployment  Security  Division.  The  PERD  will  continue  to  adjust 
or  terminate  those  disability  benefits  that  are  in  excess  of  the 
limits  provided  by  law.  We  concur  in  the  recommendation  and  are  now 
able  to  implement  a  computerized  comparison  system. 

RECOMMENDATION  #4 

We  recommend  the  division  establish  procedures  to  correct  the  in- 
adequate segregation  of  duties  described  above. 

RESPONSE 

The  PERD,  as  a  result  of  previous  audit  recommendations,  has 
established  a  manual  checking  system  for  new  benefits.  We  have 
further  modified  the  manual  system  providing  a  random  sampling  of 
monthly  changes  to  current  benefit  recipients. 

In  addition,  better  audit  trails  have  been  incorporated  in  the  new 
software  system  which  will  allow  the  auditors  to  review  changes  as 
part  of  the  biennial  audit.  Time  requirements  and  available  staff 
resources  limit  the  amount  of  verification  and  checking  that  can 
done  in  each  benefit  payroll  cycle.  We  will  continue  to  monitor  the 
operation  of  this  position  until  we  have  developed  a  program  accept- 
able to  the  Legislative  Auditor.  We  concur  in  the  recommendation. 
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Department  of  Administration 

PERD 

Page  3 

RECOMMENDATION  #5 

We  recommend  the  division  periodically  review  retirement  contribu- 
tions to  ensure  they  are  in  compliance  with  statutorily  established 
rates . 

RESPONSE 

Monthly,  the  retirement  division  audits  the  reports  of  450  reporting 
agencies  representing  about  $54  million  annually  in  employer  and 
employee  contributions  for  seven  separate  retirement  systems.  This 
includes  annual  lump  sum  payments  for  four  retirement  systems  in 
excess  of  $5  million.  Legislation  changing  the  employer  contribu- 
tions of  five  retirement  systems  was  enacted  on  July  1,  1981.  We 
feel  the  two  examples  cited,  although  of  significant  dollar  amount, 
were  not  representative  of  the  normal  operations  of  the  divisions 
and  the  amount  of  auditing  actually  conducted.  We  do  not  concur  in 
this  recommendation. 

RECOMMENDATION  #6 

We  recommend  the  Department  of  Administration  account  for  gains 
and/or  losses  on  bond  swaps  as  completed  transactions  in  the  year 
incurred  in  accordance  with  generally  accepted  accounting  principles. 

RESPONSE 

The  deferral  method  has  been  an  accepted  policy  and  a  number  of 
other  states  continue  to  use  it.  Until  a  decision  is  made  as  to  what 
constitutes  generally  accepted  accounting  principles  for  bond  swaps 
by  the  National  Council  on  Governmental  Accounting,  which  is  current- 
ly reviewing  the  issue,  the  department  believes  it  should  continue 
to  use  the  deferral  method. 

RECOMMENDATION  #7 

We  recommend  the  division  close  the  uncleared  collections  account  to 
Revenue  at  fiscal  year-end. 

RESPONSE 

House  Bill  626  recently  enacted,  will  change  the  accounting  require- 
ments of  the  excess  unfunded  liabilities  for  the  Municipal  Police 
Officers'  Retirement  System  and  this  recommendation  will  become 
moot.  We  do  not  disagree  with  the  recommendation. 
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